TREASURY AND POST-OFFICE APPROPRIATIONS, 1953 


TUESDAY, FEBRUARY 26, 1952 


Unitrep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met at 2:30 p. m., pursuant to recess, in room 
F-82, the Capitol, Hon. Harley M. Kilgore (chairman of the sub- 
committee) presiding. 
Present: Senators Kilgore, McClellan, Robertson, and Ecton. 


TREASURY DEPARTMENT 
BureEAv oF INTERNAL REVENUE 


STATEMENT OF JOHN B. DUNLAP, COMMISSIONER, ACCOM- 
PANIED BY T. C. ATKESON, ASSISTANT TO THE COMMIS- 
SIONER; F. I. EVANS, HEAD, BUDGET AND FINANCE DIVISION; 
J. N. McCOLLUM, ASSISTANT HEAD, BUDGET AND FINANCE 
DIVISION; AND H. A. SERR, TECHNICAL ADVISER TO THE 
DEPUTY COMMISSIONER, ALCOHOL AND TOBACCO TAX 
DIVISION, BUREAU OF INTERNAL REVENUE 


1953 BUDGET ESTIMATE 


Senater Kitcore. The committee will please come to order. 

This afternoon we will consider the 1953 budget estimate for the 
Bureau of Internal Revenue. The request is for $305 million, as 
compared to $253 million appropriated for 1952, or an increase of $52 
million for 1953. Of course this increase does not take into account 
the $25,500,000 supplemental estimate pending in House Document 
348. 

Before you commence your statement, Mr. Dunlap, the record will 
show the summary financial statements and supporting justification 
data of the estimate. 

(The material referred to is as follows:) 
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SALARIES AND Expenses, Bureau OF INTERNAL REVENUE, 1953 
Standard classification schedule 








Total number permanent positions - - 
Average number of all employees 


ORJECT OF EXPENDITURE 
Personal services: Departmental: 
Net permanent 
Regular pay in excess of 52 weeks 
Payment above basic rates 
Total departmental _- 


Field: 
Net permanent 


ree and part-time ‘employ eee 


Regular pay in excess of 52 weeks 
Payment above basic rates 


Total field __-- 
Total personal services.._ -- -- 


Travel_. 
Transportation of things. 


Communication services_-_-...............-..-- 
Rents and utility services___................- 
Printing and reproduction __-...........-...-- 


Other contractual services__............--.- 


Supplies and materials__............-- Saget 


Equipment. 


Refunds, awards, and indemnities____--_-_-_- 


Taxes and assessments .----_- 


Total appropriation or estimate 1!_.._.-_- 















































Increase (+) 
Appropria- | Appropria- * a 
tion esti- tion esti- estimate 
mate, 1952 mate, 1953 over 1952 
estimate 
57, 261 64, 7 +7, 443 
57, 178 63, 248 +6, 070 
$17, 616, 711 $19, 076, 042 +$1, 459, 331 
67, 809 000 oo as. 
6, 500 6, 500 |........--.--- 
17, 691, 020 | 19, 150, 351 | +1, 4 459, 331 
207, 062,863 | 253,792,073 | +46, 729, 210 
2, 263, 516 2, 493, 475 | +229, 959 
797, 159 | TOF EO Yoo ce 
_ M1, 831 341, S31 _[aono-+seseecee 
"257, 4 2, 538 | +46, 959, 169 
276, 574, 889 | +48, 418, 500 
7,426, 52 9, 615, 665 +-2, 189, 143 
680, 000 | SD Biéicine tect aire 
1, 765, 000 1, 789, 140 +24, 140 
3, 225, 309 3, 556, 234 +330, 925 
5, 543, 374 6, 984, 375 +1, 441, 001 
1, 526, 900 | FE NP TA cn csccccce 
2, 698, 000 pe OF eee ee 
1, 828, 739 1, 425, 030 —403, 709 
"449, 767 | 
253, 000, 000 | 





1 Does not include anticipated supplemental for 1952 of $25,500,000 which includes $18,900,000 to cover cost 
of authorized pay increases under Public Law 201 and $6,600,000 for program requirements. 


Analysis of appropriation base for fiscal year 1953 


INR I BR OG a in 4 nc mca gis sucking scsnece $253, 000, 000 
Supplemental appropriation for 1952_______-__--.-.__-___-- Gigs 
Teta Spprepmntien; FORE oo on). ~ csweewadininndadepln cus 
Reductions: 
1. Interpretation of revenue laws, and ruling 
gereees 2 eee eed Ps Bey SJ $66, 992 
2. Investigation and audit of tax returns______- 3, 867, 688 
3. Collection of delinquent tax accounts_____-~_- 407, 540 
4. Taxpayer conferences and appeals__-___-_----- 490, 567 
5. Regulatory, control, and inspection work ____- 662, 298 
6. Processing returns, remittances, information 
documents, and ‘claims... ........ 2... ui 2, 766, 398 
7. Statistical reporting .o6 cic net 6 tent 10, 179 
i, SG I nk 8 one sc icktccnweace 9, 260 


8, 280, 922 








! Does not include anticipated supplemental 1952 of $25,500,000 which includes $18,900,000 to cover cost 
of authorized pay increases under Public Law 201 and $6,600,000 for program requirements. 
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Analysis of appropriation base for fiscal year 1953—-Continued 













; Additions: 

B 1, Interpretation of revenue laws, and ruling 

i SI. Sridtten ibnds << hanchnn Wiha Diao $382, 906 
Ei 2. Investigation and audit of tax returns______- 9, 947, 837 
. 3. Collection of delinquent tax accounts________ 2, 098, 551 
4 4. Taxpayer conferences and appeals________--_- 1, 210, 722 
a 5. Regulatory, control, and inspection work__~__ 1, 666, 337 
¢ 6. Processing returns, remittances, information 

a documents, and claims..................- 6, 811, 499 
: 7. Statistical reporting. .................-.--- 53, 450 
ie a. seeenve Gueeemon... owe u he oe Sau... 4, 831 


22, 176, 133 







Adjustment in base (net) BE tos oa z aeees +$13, 895, 211 





E. Aperopriation base for 1053... . .-.... .- -. cee 266, 895, 211 
Increase over appropriation base for 1953__....--------- 38, 104, 789 









Appropriation estimate for 1953 


Increase from total appropriation, 1952 





Sy aS ae ee 


Sra 


Comparison of appropriation base with appropriation estimate for 1953 

























































& Appropriation base | Appropriation esti- | Sees 
B for 1953 | mate for 1953 | Increase or decrease 
F Activity pep errenneny eon ey " rarer oad 
ES Average | Average | | Average 
: | positions | A™MOURt | Kositions | Amount | positions | Amount 
a 1. Interpretation of revenue laws, 
and ruling services - 844.7 | $4,520,739 877.7 | $4, 657, 324 | 33.0 | $136, 585 
; 2. Investigation and audit of tax | | 
ri SETI RETR TARE Se ee 24, 616.2 | 129, 459,015 | 30, 553.2 |159, 588,661 | 5,937.0 | 30, 129, 646 
3 3. Collection of delinquent tax ac- | | 
Bs RW io AEA aes 24 oe 6, 523.1 26, 006, 027 6, 954.1 | 27, 779, 518 431.0 | 1,773,491 
BS 4. Taxpayer conferences and ap- | | 
: peals....- -| 2,175.4 13, 939, 452 2, 333. 4 | | 14,995, 477 158.0 | 1,056,025 
P 5. Regulatory, control, and inspec- 
< tion work - -| 3,879.0 21, 142, 363 4, 034.0 | 21,829, 498 | 155.0 | 687, 135 
a 6. Processine-returns, remittances, | 
Be information documents, and % 
F iss ed week ke ecand 17, 193.5 | 69, 571, 156 | 17, 903.5 3, 784, 922 710. 0 | 4, 213, 766 
7. Statistical reporting. ..........-- | 526. 2 1, 915, 842 526. 2 14 1, 915, 842 |...- ae 
8. Executive direction - ....-...----.-. 51.0 | 340, 617 | 66.0 | 448, 758 15. 0 | 108, 141 
Increase over appropriation | 
DORR 65% pais 40 -| 55, 809.1 | 266,895,211 | 63,248. 1 |305, 000, 000 7, 439. 0 | 38, 104, 789 
; Adjustment in base (net) einonetesa +1, 369.0 | —138, 895, 211 |...-....-- vb ce ROFTE Ss |—1, 369.0 +13, 895, 211 
‘i entiperpnnbiing a a hacen le cae Sa eat 
Y Total, appropriation 1952 | } 
and aperaprietion esti- | 
:. mate for 1953_.__- ...-.| 57, 178.1 | 253,000,000 | 63, 248.1 (305,000,000 | 6,070.0 |+-52, 000, 000 











EXPLANATION OF ESTIMATES BY ACTIVITY 





Activity No. 1. Interpretation of revenue laws, and ruling services (increased $136,585) 


: Work performance.—This activity covers the interpretation of internal-revenue 
‘ laws, both in general terms and in relation to specific cases. It includes the 
preparation of Treasury decisions and regulations, precedent rulings that involve 
questions of the proper application of statutory provisions to particular types of 
circumstances, and advisory opinions submitted in response to nonroutine inquiries 
from taxpayers. It also covers analysis of and preparation of reports on the 
administrative aspects of proposed tax legislation, and consultative service to 
Congressional committees in respect to the technical work of drafting fiscal 
legislation. The activity is restricted to work performed in the Washington office. 
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Selected workload data 


Activity No. 1 1951 actual 

Regulations, interpretative rulings, and legislative reports 
prepared... s060=-e4nn--9---- 0-505 -- snip ceteiddocagigsace 37, 412 
Specific case rulings and advisory opinions.___-_............... 41, 597 


SEURGS CE WEGUTTRE CRBND. 6 is ais cai ~ 5 eng Ske esas ew emnausdeny Me 








Summary by objective class 











Appropria- E Re 
Activity No. 1 tion base, stimate, | Increase over Hi 
1953 053 base 4 
PRES CRT CAONE 5c . so 2 5 ini as ae hin cs gure nce cl wattbb nace dosway eee $4, 609, 369 1 $132, 955 e 
FINES, 5c.ictnlnwsna<sdu pao nenenemmennndenbrsnciesnntinbeh widemnnet 8, 169 ee es: ... : 
IIIIEIOD COTTIOE 5 sini nnn e052 Msn econ sin 13,714 BO Se Meticadeds «~ 
IIE GOP NUNID ai Riis ap nee hacnencasncsaisduesed 044 eS. : 
Supplies and materials... -............. scutigiedd Goecaddtoews 10, 345 eo . Es 
ITS Sioa shen aceeninesesensvcennceseoseyunsconsen 10, 824 14, 454 73.630 
I RII 6. iss ct nicinn anne tibia + anerelepabin tenuate 329 be 
NN ice dace bcaeaeatin toa vetaeieeapiennesananebi te 4,520,739 | 4,657,324 136, 585 





1 Additional personnel for increased workload, departmental force, Office of Chief Counsel (10 positions), 
$44,945. Additional personnel for administering wagering taxes, departmental force, Excise Tax Division 


(23 pee. $88,010. 
2 Equipment, 10 employees, Office of Chief Counsel, at $363 each, $3,630. 


Activity No. 2. Investigation and audit of tax returns (Increase $80,129,646). 

Work performance.—This activity represents the primary enforcement work ot 
the Bureau. It covers all examinations, audits, and investigations for checking 
the factual correctness and completeness of taxpayers’ returns and claims, and 
for determining the correct tax liability if error in reporting is found. It includes 
reviewing in field offices of work of examining officers and post-audit coordina- 
rion work performed in the Washington office. It also includes obtaining delin- 
quent returns in cases of failure to make timely filing, and making special confi 
dential character investigations. It excludes verification or arithmetic computa- 
tions on the return. 

It is the established policy of the Bureau to expand the coverage and increas 
the effectiveness of its enforcement work. In line with this policy, about 79 
percent of the total increase requested for 1953 over the appropriation base is 
allocated to activity 2. , 

Tax fraud program.—Two highly important new work programs have been & 
initiated within this activity, and are now on a going basis The first is a program 
of intensive investigation of the tax liabilities of gamblers, racketeers, and other 
members of the criminal class. The Treasury Department is definitely committed 
to this drive, which is consistent with the recommendation of the Senate Special 
Committee to Investigate Organized Crime in Interstate Commerce. 

This tax fraud drive is a Bureau-wide program, participated in by all units 
that perform enforcement functions. 

Personnel in drive program.—It was necessary to organize the racketeer tax 
drive before any appropriation could be sought for its support. This was accom- 
plished by detaching enforcement officers from their regular assignments and 
detailing them to work on the new fraud drive. At present, nearly 2,500 enforce- 
ment officers are engaged in the drive. Addition of the necessary complement 
of clerical personnel brings the total number of persons engaged in the drive to 
approximately 2,900. 

Wagering tax program.—The second important new work program initiated 
under this activity is the specialized enforcement work which will be required 
administer the new wagering taxes. As pointed out in the Senate report on 
H. R. 4473, it is vitally important to buttress the early administration of new levies, 
such as the wagering taxes, with intensive enforcement efforts. The estimate 0! 
requirements under this activity is intended to provide enforcement of mediul 
intensity—enough to achieve assessment of most of the taxes due, but not enous! 
to accomplish 100 percent coverage of all potential taxpayers. As a preliminary 
estimate it is believed approximately 1,000,000 audit investigations will be neces 
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sary in 1953 (covering returns of occupational tax, excise tax and income tax, and 
counting fraud investigations as separate cases). 


Selected workload data 


Activity No. 2 1951 actual | 1952 estimate | 1953 estimate 
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EL iindinck Shtdthennék<datnanepandahaninneeacnan 3, 054, 787 3, 249, 000 3, 449, 000 
Field audits and investigations-.......................-..---- 1, 978, 117 2, 160, 000 2, 174, 000 
Wagering taxes delinquency and audit investigations. --__.._-- ss sipset beth eee: ® 20, 000 1, 000, 000 
Cases post-reviewed (income, estate, and gift) ...............-. | 1, 068, 974 1, 097, 700 1, 097, 700 
Delinquent returns obtained....................---.-.-.------ 2, 273, 589 2, 500, 000 2, 500, 000 
Fraud investigations closed: 

PINGNOT GHEE a et Buco m acces ct ecncccodanccseccecst= 2, 325 24, 700 20, 500 

Nonracketeer cases.......-.....-22----22+-2----- iia heb liiae iui 9, 700 300 





Summary by objective class 






| Appropria- 





























































Activity No. 2 | tion base, Estimate, Increase over 
bs | 1953 1953 base 
a —_—_----—__—_—_--- a = J] |—____—- 
f Personal ser vices__:. -- ’ ; . Scnemensce noes) Semns Geen $148, 702, 869 1 $26, 777, 520 
E i, a lice idee einen dia ; 4, 914, 872 6, 916, 502 2 2,001, 630 
: Transportation of things pists by a 110, 228 110, 228 |...-..- 
a Communication services j soebet. leat 770, 067 | 784, 738 14. 671 
B Rents and utility services___.._- ab ed aibdaaaeies bs 287, 849 1, 623, 674 31,335, 825 
Other contractual services eto aa acre 644, 541 yee feo... 
i Supplies and materials ais Wad oiwa petosba nudum 395, 784 en nae o's 
é Equipment-.-.-_...........--- Ss iabb stig adnds apd de wes sgakuwl 396, 081 / 3 kh eae 
Taxes and assessments__...........-.--. hve ide Hanh pana Si 14, 244 Reese... 
b Total... _- bat Jdsu igdanwclullilen 129,459,015 | 159,588,661 | 30, 129, 646 
! 
2 1! Personal services, $26,777,520; (a) additional personnel for racketeer drive (2,790 positions), $12,140,180 
: (6) additional personnel for administering wagering taxes (3,147 positions), $14,637,340. 
2 See the following: 
Travel: 
Racketeer drive: 
1,211 deputy collectors, at $3881_............_..- Roc dies $461, 391 
670 internal revenue agents, at $381_..._._. aiden ees 255, 270 
SHO apecinl AGONS, BE GSS)... no eek cece neces 133, 350 
75 investigators, at $882. ............. al a Go a cee 66, 150 
——_————- $916, 161 
Wagering taxes: 
1,757 Gemuty Collectets, Gt S081. 22 eo 5 esos cece ccc ee eye $669, 417 
459 special agents, at $381 RE eee i ghied tacit dak che 174, 879 
633 internal revenue agents, at $381__............_.. ; 241,173 
———-_ 1, 085, 460 
———— $2,001, 630 
3 See the following: 
Rents and utility services: 
Racketeer drive: 2,790 employees, at 90 square feet per employee, at $2.50 
per square foot.................- pubpatiiobil piehinauin aa aioe cs pas kama $627, 750 
Wagering taxes: 3,147 employees, at 90 square feet per employee, at $2.50 
b See Riad Gia iin uling Geetiquivcvanasssdnmotensbabaeuciedwaie ss 708, 075 






——————e = 1385, 895 


Activity No. 3. Collection of delinquent tax accounts (increase $1,773,491) 


Work performance.—This activity involves the measures taken to collect or 
dispose of taxpayer accounts that are not timely paid. It includes preparing and 
distributing notice and demand bills and prewarrant notices, serving and servicing 
warrants for distraint, administering offers in compromise (exclusive of routine 
operations incident to processing such offers), and performing legal work in sup- 
port of these functions, 











Selected workload data 


| 






| 1951 actual 1952 estimate | 1953 estimate 




















| | 
Delinquent tax notices and bills prepared...............___.. 18,045,397 | 18, 553,000 | 18, 553, 000 
Number of warrants for distraint closed._......._.___.___-. sl 1,781, 250 | 1,925,000 | 2, 130, 000 
Case dispositions of offers in compromise and closing agree- | 
SSID: dei tine tiisbeavinnnandbkndhuccnexh on benecneseoneu i 7,483 | 7,025 | 7,325 
Delinquent. tax claims prosecuted against taxpayers’ estates, | j 
NOG WDE Soo duticcslatccencéucsocedeccensenves 11, 631 | 10, 800 10, 800 














94650—52——-28 
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Summary by objective class 








Appropria- | Estimate Increase 

Activity No. 3 =e 1953 over base 
I i ot nas cin dabilcaniniwtckndemeansthenl $24, 266, 050 | 1 $25, 818, 190 $1, 552, 140 
Satan otek ktaes 10. caeGiddapadccvctcccubinenes utee 1, 088, 729 1, 209, 506 120, 777 
PE GED oi sinveccutuustipwerininenccastcasnnas 34, 204 Riis. w'awiesin natin 
Ce TION, oa. os a oss ele cel cccccensuiccua-.- 236, 645 240, 244 3, 599 
ee I es wn cities Wiis rawseweaw Senin 53, 799 150, 774 96, 975 
AC RN cer raiahmusichuenecnenionhinaieed 109, 466 BR GOR hk Seinini.o 0 --- 
SVINE CET CIN cheese sccnwuscosubceculuas aes 99, 522 CAE tilxtewada«s~..- 
ie Ee iach ahah = ccnstawiheanmdbmsnnitinetieneed 104, 197 ee 
eS Gr INN SG XK cu cccwdcdakawhewsvewnaoedans 13.415 WR Bisteeeet......-. 
I te Eick nn endabidddaxtakiniduwiebsawtes 26, 006, 027 27, 779, 518 1, 773, 491 





1 Additional personnel for administering wagering taxes (431 positions), $1,552,140. 


Activity No. 4. Taxpayer conferences and appeals (increase, $1,056,025) 


Work performance.—This activity covers all phases of the appellate work of the 
Bureau, including associated legal work. It also includes the work of the Excess 
Profits Tax Council. It excludes informal conferences between the taxpayer and 
the examining officer prior to a finding of the tax liability by the examining officer. 
The initial phase of this activity is a formal conference with the taxpayer; from 
there on, it covers all Bureau work on the case through to the point of final settle- 
ment, whatever that may be, with the limit at the extreme of a hearing before 
the United States Supreme Court. 

The backlogs of cases under this activity have been growing at an alarming 
rate. As an example, the inventory of nondocketed cases in the Appellate Divi- 
sion represents 18 months’ work. Again, the pending caseload in the Office of 
the Chief Counsel represents nearly $1 billion of tax liabilities in dispute. 

The situation has become so disturbing that a measure of relief is being sought 
in 1952 by an adjustment of allotments, transferring funds from enforcement 
work to appellate work. The estimate for the budget year provides for 158 addi- 
tional positions to be assigned to this activity. The objective is to accomplish 
a reversal of the trend in appellate case inventories by the end of 1953, and to 
provide the Penal Division, Office of the Chief Counsel, with a small number of 
attorneys and secretarial complement needed to handle the additional tax fraud 
cases arising out of enforcement work on the wagering taxes. 


Selected workload data 





Activity No. 4 1951 actual | 1952 estimate | 1953 estimate 
Taxpayer conferences held ___._.___--- sthithelinlbiel seis inidaiotlia si 58, 423 62, 850 69, 250 
Case disposals of appeals to Appellate Division. -._.__.....--- | 12, 135 13, 920 16, 680 
IT CII ae So ine ncn nn arenekebhcnss auaswsenawocn 7, 421 7, 950 8, 200 
PRE ATRES Se BE 1,135 1, 200 1, 500 




















| : 
sat 7 | Appropria- Estimate Increase 

Activity No. 4 oe, 1953 over base 
— —_ - | — | — 
PE FIND i cieicvinishestiniiieindtii~ scndin Siniiitemistesathoe $13, 459, 296 | 1 $14, 375, 131 $915, 835 
Seo is on ch ica eitene an cate anasegmondioaina acne 194, 575 214, 975 20, 400 
IN re 6h ohne cd amknlcceenieie 12, 444 12, 444 |--=<-=-------- 

Conmmminieatsein GIT GIIOG.. «oon. slag cdeae becouse dpwccadapdoss | 83, 627 BEET tasecencknsa~ 
RE RE EE OES CL nace enccusanguasscevebeuness 67, 491 129, 441 61, 950 
CJOnn INE EE WED Sos 5. oo ccc nbnbunesecucsevbeasdum 59, 277 OP OF feabic. cu... 
Supplies and materials___-__---_. oe Gataiteicessapkigkinntn 30, 267 RTE lnpciennnees< 
IN 55 istic Dh ack 4 sisi x bute ae oe tnte jbwaee 31, 709 89, 549 57, 840 
“TOMOE BOD, BIDUIIIOIED... =. en niciterecases = nadebuhes-nabucd 766 766 |...-...------- 
Wea is os Sic 3 46, Siwsdbe ako edpened pane n~ ive cseuengl | 13,939, 452 14, 995, 477 1, 056, 025 








1 Personal services, $915,835; additional personnel for increased workload (136 positions), $814,065. 
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Caseload 


} 
Cases pend- 
ing, start 
of year 


Fiscal year 


Received 


| 


5 





Note.— The average 
that 32 cases is a very satisfactory performance. 


4, 845 
4, 869 
5, 620 
6, 400 
i 


Disposed 


433 


Cases pend- 
ing, close 
of year 


6, 193 
6, 509 
7, 797 
8, 979 


yearly production per attorney in this division, based upon a 6-year period, shows 


Activity No. 5. Regulatory, control, and inspection work (increase, $687,135) 
Work pe rformance.— This activity covers, and is restricted to, all phases of work 


involved in enforcement of the alcoholic beverage and firearms laws, incliding the 
determination of liability for taxes imposed by these laws, but excluding the re- 
ceiving or collecting of such taxes. The factors that are most important in de- 
termining the workload are new legislation, the scale of operations of the alcoholic 
products industries, and volume of stocks in bond; these, as external factors, are 
not subject to control by the Bureau. 

Additional positions requested.—The 1953 estimate provides 155 additional posi- 
tions for this activity. These are to be used (1) to replace the investigators as- 
signed to the racketeer tax drive, and (2) to provide additional investigators to 
administer the new alcohol tax provisions of the Revenue Act of 1951. The in- 
vestigative and inspection staffs are now seriously undermanned, and it is neces- 
sary that they be built up promptly if reasonably adequate safeguards to the 


revenue are to be maintained. 


The data submitted indicate no large changes in workloads in the budget year. 
Compared with 1952, additional investigations and inspections will be possible 


with the proposed small increase in personnel. 


Selected workload data 


Activity No. 5 


Inspection of plants and permittees other than wholesale and | 
retail dealers ees ‘ ts 

Inspection of wholesale and retail dealers__.___- 

Investigations of violations 4 ; 

WaeOr Seven GOK DA VCOIE IONS 5 cs 5... necro dancsncanchasenvesc 


1951 actual 


| 


40, 033 | 
183, 292 
30, 846 


| | 
Cai i 


| 


Summary by objective class 


Activity No. 5 


Personal serv ices 

Travel. _._. 

‘Transportation of things. hic ieee e at a oe aehaae 
Communication services__.....................--..-- : 


Rents and utility services................-- ee Pes cat N er al 


Other contractual services 
Supplies and materials 
Equipment. -.-- 

Taxes and assessments 


BO. cin. 


1 Personal services, $651,7 


75; (a) Additional personnel, racketeer drive (75 


tion base, 
1953 


Appropria- 
} 


$18, 934, 786 | 

977, 330 | 

48, 960 | 

81, 604 | 

35, 106 | 
563, 059 

373, 701 | 
125, 394 

2, 423 | 


21, 142, 363 | 


1952 estimate 


40, 000 
85, 400 


30, 800 | 


Estimate, 
1953 


$19, 586, 561 
1, 012, 690 
48, 960 

81, 604 


1953 estimate 


40, 000 
150, 000 
32, 600 
17, 500 


Increase over 
base 


1 $651, 775 


35, 106 | 


563, O49 


3/3, 701 | 
SEMI fc cnencsesse0- 
OP i acens. 


21, 829, 498 


positions), ), $315,375: o Addi- 


| 687, 135 


tional personnel to administer alcohol tax provisions of Revenue Act of 1951 (80 positions), $336,400. 


? Travel, 80 investigators, at $442 per annum, $35.360. 


Activity No. 6—Processing returns, remittances, information documents, and claims— 


increase, $4,213,766 


Work performance.—This activity represents the “banking and bookkeeping”’ 


job of the Bureau, and covers the multitude of specific operations incident thereto. 
It includes preparation of bills for current accounts, arithmetic verification of tax 
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returns, computing and scheduling of refunds, determination of tax liability jy 
respect to Form 1040A returns, the filing and storage of returns and records, 
all work of the Processing Branch at Kansas City, correspondence with taxpayer 
regarding their returns and remittances, preparation of transcripts of returns and 
related services to the States, printing and distribution of tax forms and instruc. 
tions, and all stationery costs of the Sau 

The workload of this activity has shown a persistent upward trend during 
recent years, reflecting the Secale growth of the national economy. With only 
few exceptions the operations performed are in the “‘must” category, and their 
volume is not subject to Bureau control. 


Summary of objective class 


| j | 








Appropria- q 
Activity No. 6 tion base, | aa oeereee ove 
1953 ; 
ee eee a okt Si se ee EN ASL 
Pentel maw ai iiss ik 25 sh CERES ever cecce doting noone .| $59,136,384 | $61, 250, 104 1 $2, 113, 72 
I EA ee sie ines sealing = eshte Meaiiceialie ciao oe 239, 134 239, 134 j_..._-. 
Transportation of things._--__. ob Odibokms sca nens ee asiwet 474, 164 474, 164 |......- 
Cou NeENUI UN WEOND ck wee bo hl te eee , 569, 976 575, 846 5, 87 
PE SE TE VI on cen sadnmmeresandeuabuteeniede 1, 372, 206 1, 530, 381 158, 175 
Printing and reproduction __._____.- So dhe be aeee hoes 5, 543, 374 | 6, 984, 375 21, 4410 
ee eens Wee WOO. 25 ee Sd ae ee 145, 753 | 145, 783 |.....- 
Supplies and materials____._...____- US GAS ihc Shinde tie 1, 780, 601 | 1, 780, 601 |....... 
IN. kOe Oe a tes i Oe ee 192, 193 | 687, 193 2 495, 0 
‘Taxes and assessments -- - ._- Ske etic n Saat lontuee apes 117, 371 Ravi Oe8 toc. us 
OMS tie Ease babes Jaws aL eb cuba. suede | 69,571,156 | 73,784, 922 4, 213, 76 
| 











1 Additional personnel for administering wagering taxes (710 positions), $2,113,720. 

2 In reference to objects of expenditure other than personal services, two sizable increases in funds allocate 
to this activity may be noted. The one is an increase in the expenditure for printing and reproductio: 
made necessary by higher unit costs and larger requirements for tax forms, taxpayer instructions, and rey 
enue stamps. The other is the outlay required to equip 14 additional collection districts with electric t yp. 
writers, high-speed posting machines, and auxiliary equipment—a step in conformity with policy of 
creasing mechanization of operations in collectors’ offices. 


Selected workload data 











Activity No. 6 1951 actual | 1952 estimate | 1953 estimaty 

| | 
Returns received and processed _. : bccn Ucaiwawecedec.Ebasy” Geena eee | 86, 430, 000 | 7, 721, 
Tax determinations made for taxpayers. ___..............-- 15, 448, 178 15, 500, 000 15, 600, 
Arithmetic verifications of returns and related documents.....| 24, 642,712 | 30, 402, 700 32, 704, SH 
Refunds and credits scheduled. .................... ....----| 30,688,088 | 31, 000, 000 31, 000, (F 
Information document matching operations performed_.._....| 109, 798,208 | 113, 000, 000 | 113, 000, 





Activity No. 7—Statistical reporting 

Work performance.—The major operation under this activity is preparation 0! 
the annual statistics authorized by section 63 of the Internal Revenue Code. |: 
also includes compilation of statistics in respect to collections, refunds, additional 
assessments, warrants for distraint, and other data for public release or inclusio: 
in the annual reports of the Secretary and the Commissioner. It excludes wori 
on data compiled primarily for administrative purposes. The content of thi 
activity is restricted to work performed in the Washington office. 


Summary by objective class 





Appropria- imate 
Activity No. 7 | tion base, = 
1953 4 

UID GUO Ei divi cw cn ccm eeececdnd cee eee, cae A GI $1, 802, 041 $1, 802, 
I i i oe 8, 617 8, fill 
Rents and utility services___.........._..... Oe he oe etd ae ont cl) 86, 858 86, Bid 
NM RELI 5 Sie IRR islet Oe ccf 2, 504 2, St 
gS CRESS RS Se irs MR EY" sk 7, 182 7, 18 
IN i a a i ee pe ah 7, 546 7, 5m 
I ge a ae 1, 004 1,08 


WO LER Be a ish ea a See 1, 915, 842 1, 915, #4 
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| Activity No. 8. Executive direction (increase, $108,141) 


Work performance.—This activity encompasses only the broad management, 
policy, planning, inspection, and coordination work done by the Commissioner 
and the Assistant Commissioners, and the small staffs attached to their immediate 
offices. There are no appropriate indices for the measurement of this type of work. 

The estimates reflect one important addition to the program of this activity 
namely, the establishment of an Internal Revenue Inspection Service. There has 
been growing recognition of the need for a top-level inspection staff, attached 
directly to the immediate office of the Commissioner. The purpose of the new 
Service is to provide a uniform and thorough inspection service throughout the 


| headquarters and field offices of the Bureau, in order to maintain high standards 
' of conduct by all personnel, to insure continuing attention to improvement of the 


efficiency of operations of its offices, and to determine through inspections that 


' such objectives are attained and such standards scrupulousiy observed. 


The new Inspection Service was established as of October 1, 1951. For the 


balance of the current year it must operate on the basis of funds and personnel 
' loaned by other activities. 
» support of 15 positions assigned to the Inspection Service. 


The estimate for the budget year provides funds in 


Summary by objective class 
| 
Appropri- | Estimate, | Increase over 


Activity No. 8 ation base, 


| 
1953 1953 base 


Personal services 
Travel 


Communication services. .-......-....----- chwasign’ 
' Other contractual services 


Supplies and materials 
Equipment 


$333, 459 | 
3, 713 | 
750 | 
1, 356 | 
598 | 

616 


$430, 624 1 $97, 165 


2 10, 976 


125 | 

340, 617 | 
‘Additional personnel for Internal Revenue Inspection Service (15 positions), $97,165. 
? Travel—7 employees, at $1,568 per annum, $10,976. 





448, 758 
| 


GENERAL STATEMENT 


The Bureau of Internal Revenue is responsible for the determination, assess- 
ment, and collection of all internal-revenue taxes; the enforcement of the internal- 
revenue laws; the refunding or crediting of any overpayment of tax or erroneous 
collection; and the preparation and distribution of tax instructions, regulations, 
forms, and stamps. It is also charged with certain duties under statutes that 
do not impose taxes, but which are related directly to internal revenue. 


1953 APPROPRIATION ESTIMATE 


The total appropriation requested for 1953 is $305,000,000. This represents an 
increase of $52,000,000 over the current fiscal year, and an increase of $58,180,000 
compared with the preceding fiscal year. Taking into consideration adjustments 
to the appropriation base for 1953, including $16,177,390 net pay increases for 
employees in the base, the amount requested represents an increase of $38,104,789 
over the 1953 appropriation base. 


JUSTIFICATION OF INCREASED APPROPRIATION REQUEST 


(a) Increased workloads of established programs (increase, $1,002,830) 


The Excess Profits Tax Act of 1950 and the provisions of the Social Security 
Act Amendments of 1950 relating to self-employed persons are the legislative 
sources of increased workloads. It is estimated that about 150,000 corporations 
will be required to file excess-profits tax schedules, and of these approximately 
70,000 will be liable for excess-profits tax. In 1947, there were 1,035 revenue 
agents assigned to investigative, review, and conference work on excess-profits 
tax returns. It is estimated that about 5,500,000 persons will prepare schedule C, 
Form 1040, in compliance with the statutory requirement for reporting self- 
employment tax. Analvsis has been made of the additional work that will be 
imposed on collectors’ offices in connection with all steps involved in the process- 
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ing and verification of these returns, and it is concluded that a minimum of 675 
additional employees will be needed to handle this work during the fiscal year 1953. 

Case load in Appellate Division.—At present, the case receipts of the Appellate 
Division are running approximately 1,000 cases in excess of the annual dis ls. 
This surplus will be stepped up considerably with the impact of work under the 
Excess Profits Tax Act of 1950. As of September 30, 1951, there were over 18,000 
eases pending before the Appellate Division, involving proposed deficiencies, 
net of proposed refunds, approximating $724,000,000. The current disposal 
rate is around 11,000 cases. Thus, the lapse of time from date of receipt to 
date of disposal is nearly 20 months for the average case, and is becoming longer 
each year with the growth in case inventory. 

Case load in Office of Chief Counsel—At the beginning of the fiscal year 1948, 
the inventory of cases in litigation status, cases awaiting interpretative rulings, 
and regulations to be prepared on new legislation aggregated 15,959 cases. At 
the beginning of 1951, this inventory had risen to 35,185 cases. At the present 
rates of receipts and disposals, it is estimated that this inventory will mount to 
44,700 cases at the beginning of 1953. Here again, the long delays in the dis- 
position of cases at this procedural level seriously hampered the collection of 
revenue and constitute a threat to effective tax administration. 

Workload in Alcohol and Tobacco Tax Division —Following the initiation of 
military action in Korea, there was a sharp step-up in beverage distilling opera- 
tions. Plants in operation were put on a round-the-clock basis, and stand-by 
plants were rushed back into operation. In consequence, the combined produc- 
tion of distilled spirits and industrial alcohol rose from 521,770,000 tax gallons in 
the fiscal year 1950 to nearly 800,000,000 gallons in 1951. Warehouse stocks 
were built up rapidly. These developments called for corresponding increases 
in the services of storekeeper-gagers. It was possible to meet this need only by 
transferring inspectors to storekeeper-gager duties. Another source of increased 
workload has been the continued upward trend in liquor law violations sinee 1947. 
The recent increase in liquor taxes per gallon will result inevitably in more at- 
tempts to defraud the Government by producing non-tax-paid liquor for dis- 
tribution in the low income market. This situation poses a direct threat to the 
revenue that can be met only by stronger police measures based on additional 
investigative personnel. Actually, the current force of investigators is more than 
33 percent under the prewar quota. 

Audit workload.—Finaliy, there has been a marked increase in the audit work- 
load representing the so-called must eases. This expansion reflects the growth in 
numbers of large returns and claims, and also such new factors as the recent order 
to examine the tax returns of all Bureau officials and enforcement personnel for 
the tax years 1948, 1949, and 1950. 

Additional funds requested—The funds requested to cover the salaries and 
related costs of additional personnel to be assigned to these workload trouble 
areas amount to $1,002,830. 


(b) Tax fraud drive on racketeers (increase, $13,999,466) 

The Treasury Department is definitely committed to a policy of greatly inten- 
sified effort by the Bureau of Internal Revenue in the investigation of the tax 
liabilities of gamblers, racketeers, and other members of the criminal class. 

This tax fraud drive is a Bureau-wide program, participated in by all divisions 
that perform enforcement functions. Over-all leadership and direction are 
furnished by a small staff in Washington, headed by a special assistant to the 
Commissioner. 


Potential workload under wagering tax provisions 


Number of 








Class of tax Kind of taxpayers taxpayers 
Excise tax on wagering. .._._..................]| Bookmakers bx as pidneanan bea boan Sniiais Ubaiteats uit tal 60, 000 
oe ESE AAD LEDC IS ae Bi 60, 000 
Punchboard and other lottery operators. -__- 30, 000 
NR a ii ey ce as a a ial he a ae 150, 000 
| SS > 
Occupational tax on wagering .-...............| Operators liable for excise tax on wagering... 150, 000 
“Runners” or agents of operators._.........- 600, 000 
POD n Sab pit ted ems ssrie ces ee ads sags ‘ cal ou 750, 000 
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Thus, the total potential workload for the enforcement and administration of 
the wagering-tax provisions and the related income-tax investigations of the tax- 
payers who file excise-tax returns on a 12-months basis will be: 


(a) Monthly returns of excise taxes, or 150,000 times 12 annually_ 1, 800, 000 
(6) Annual returns for occupational taxes 750, 000 
(c) Increase in income-tax racketeer investigations 140, 000 


Responsibilities of Bureau under new wagering tares.—(a) Interpret the provi- 
sions of law and promulgate regulations, and issue rulings to taxpayers as to 
their obligations and rights with respect to the excise tax and occupational tax 
on wagering; 

(b) Build up by canvassing and other investigative operations, and maintain, 
lists of taxpayers liable for the taxes imposed by the new law; 

(c) Supply taxpayers with the return forms, and assist and advise in the prep- 
aration of current returns; 

(d) Receive and account for the returns and taxes voluntarily reported; 

(e) Issue and control occupational stamps to taxpayers filing special tax returns; 

(f) Register and issue registration numbers to taxpayers purchasing occupa- 
tional tax stamps on wagering; 

(g) Enforce the filing of returns and payments of taxes in the case of nonfiling 
delinquent taxpayers; 

(h) Check, verify, and audit all returns filed for both classes of tax; 

(2) As required by law, prepare a record of taxpayers purchasing occupational 
tax stamps for public inspection ; 

(j) Consider and process all claims for abatement, credit, or refund; 

(k) Investigate fraudulent returns and criminal liabilities; and 

(1) Investigate the income tax returns of gamblers accepting taxable wagers. 

Prior to the inception of the racketeer drive, the Bureau’s enforcement staff was 
admittedly undermanned. The work done by the available personnel sufficed 
only to retard the drift toward the filing of inaccurate returns; it was not of 
sufficient volume to reverse that trend. A careful survey of the over-all enforce- 
ment situation has led to the conclusion that anything less than complete, man- 
for-man replacement of the reassigned personnel at the earliest possible date 
would be seriously detrimental to the Government’s interest. 

Even if there is full replacement of the reassigned personnel, an important 
negative factor in the situation deserves consideration—namely, the fact that 
newly recruited enforcement personnel, lacking training and experience, is in- 
evitably less effective and productive for some time than the more mature men 
who have been reassigned and are being replaced. It is apparent, therefore, that 
100 percent replacement of personnel assigned to the racketeer drive represents 
only the bare minimum of relief under the current stringent circumstances. The 
additional funds requested for this purpose are $13,999,466. 

The amount of specialized manpower assigned to the racketeer tax drive 
should be considered in relation to both the more than 35,000 case “‘leads’”’ now on 
file and to the difficulty of such investigation. 

(c) Wagering tax provisions of Revenue Act of 1951 (increase $20,686,591) 

Two new levies on wagering, effective November 1, 1951, were imposed by the 
Revenue Act of 1951. The first is a 10-percent excise tax on the gross amount of 
any wager other than types of wagers expressly excepted. Each person who is in 
the business of accepting wagers, or who conducts any wagering pool or lottery for 
profit, is liable for the payment of the 10-percent tax on all such wagers accepted. 
The second is an occupational tax of $50 a year to be paid by all persons liable for 
payment of the excise tax on wagering, and by all persons engaged in receiving 
wagers for, or on behalf of, any person liable for this excise tax. In other words, 
persons who accept wagers for others, and those persons for whom wagers are 
accepted, become liable for the occupational tax when such wagers are placed on 
or after November 1, 1951. 

In administering and enforcing the new wagering taxes, the Bureau must cope 
with many problems that it has never before encountered. The size and difficulty 
of the job are well-nigh appalling. If the responsibility is to be met headon, as is 
clearly the wish of Congress, the Bureau should not be hamstrung by lack of 
funds. The following statement in the report of the Senate Finance Committee 
on H. R. 4473 (Report No. 781) shows that the Congress is aware of the nature of 
the problem: 

“Past experience indicates that the size of tax collections is directly related to 
adequacy of enforcement. Your committee believes, with respect to the wagering 
tax and the occupational tax on the acceptance of wagers, energetic enforcement 
measures during the period immediately following the introduction of these taxes 
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to be particularly important. Your committee realizes, of course, that the intro- 
duction of any new taxes, such as those just described, which depend upon hitherto 
untapped sources of revenue, inevitably add to the administrative burden of the 
Bureau. of Internal Revenue.» Therefore, the Bureau should review the need for 
any additional administrative requirements in the light of actual experience with 
the enforcement of these taxes.” 

Unfortunately, however, the experience of the Bureau has been with taxes that 
have little in common with the new wagering taxes, from the standpoints of ad- 
ministration and enforcement. 


(d) Enforcement of floor stocks tax on alcoholic beverages (increase $371,760) 


The fourth major need for additional funds in 1953 also stems directly from 
provisions of the Revenue Act of 1951. This increases substantially the taxes per 
gallon on all classes of alcoholic beverages and imposes commensurate floor stocks 
taxes on such products in the hands of dealers. 

It is estimated that something over 400,000 floor stocks tax returns will be 
filed by dealers in alcoholic beverages. Subsequent to the imposition of the 1942 
and 1943 floor stocks taxes, more than 44,000 returns were investigated and 16,641 
cases of tax fraud were perfected. There is every reason’ to believe that a much 
larger number of fraudulent returns will be filed in response to the imposition of 
the 1951 floor stocks taxes. Beginning with the Korean war, wholesale and retail 
liquor dealers made large purchases of distilled spirits over and above their require- 
ments as a hedge against a liquor shortage. Much of this liquor is still in storage. 

Additional funds in the amount of $371,760 are requested for 1953 to meet the 
ae needs of work arising from the alcohol tax provisions of the Revenue 

et of 1951. 


(e) Other sources of need for increased funds (increase $2,044,142) 


In addition to the four developments discussed above, there exist three other 
sources of need for increased funds in 1953. The total request for these three 
items is $2,044,142, divided as follows: 


(1) Additional mechanized installations in collectors’ offices_-. _ - - $495, 000 
(2) Increase in cost of printing and reproduction -_-____.....---- 1, 441, 001 
(3) Cost of newly established Internal Revenue Inspection Serv- i 

GP se ris eg tine oe ce eee el ak be i 108, 141 


EXPLANATION OF LANGUAGE CHANGES-—-SALARIES AND EXPENSES, BUREAU OF 
INTERNAL REVENUE 


The proposed language for the appropriation for 1953 has been clarified and 
simplified primarily by eliminating duplicating and overlapping descriptions of 
necessary functions of the Bureau of Internal Deak and substituting therefor 
the general phrase “for necessary expenses of the Bureau of Internal Revenue.” 
This language is believed to be sufficiently broad to provide for all the functions 
which the internal revenue service should perform and encompasses the following 
provisions which are proposed to be omitted from the appropriation language for 
1953: “‘in assessment and collection of internal-revenue taxes; administration of 
the internal-revenue laws; discharge of functions imposed upon the Commissioner 
of Internal Revenue by or pursuant to other laws; investigations concerning the 
enrollment or disbarment of practitioners before the Treasury Department in 
internal-revenue matters; and acquisition, operation, maintenance, and repair of 
a under title III of the Liquor Law Repeal and Enforcement Act (40 

J. 8. C. 304f-m). * * * of Internal Revenue; expenses of seizure, custody, 
and disposal of property; purchase of chemical analyses and expenses of testimony 
thereon * * * securing of information and evidence; and not to exceed 
$500,000 for detecting and bringing to trial persons guilty of violating the internal- 
revenue laws or conniving at the same, as authorized by law (26 U. 8, C. 3792).” 


MOTOR VEHICLE LIMITATION 


Deletion is proposed of the language in the current year appropriation reading 
“acquisition of the foregoing 300 passenger motor vehicles insofar as possible to be 
from automobiles seized in accordance with law, in lieu of purchase, and in 
addition, the Bureau of Internal Revenue may utilize not to exceed twenty pas- 
senger motor vehicles acquired through seizure as provided by law.” 

In order to maintain its present fleet of official cars in suitable operating condi- 
tion, it will be necessary for the Bureau to replace 300 cars in each of the fiscal 
years 1952 and 1953. The cars to be replaced are unserviceable, unsafe, and 
uneconomical to operate, and their replacement will meet the standard mileage 
and age requirements established by the Bureau of the Budget. The Bureau has 
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for several years past obtained, and will continue during the current and ensuing 
fiscal years to obtain, as many as possible of the replacements from automobiles 
seized in accordance with law. It is possible that as many as 175 of the necessary 
300 cars may be secured from this source in 1953, leaving a net total of 125 which, 
if obtained at all, must be purchased from appropriated funds. Therefore, since 
the Bureau will, “insofar as possible’ obtain replacement vehicles from seizures, 
authority for which is contained in title III, Liquor Law Repeal and Enforcement 
Act, the appropriation limitation of 125 cars is necessary for, and will be applied 
solely to the purchtse of automobiles. 

The last clause of the above-quoted language concerning the utilization of 20 
additional cars to be acquired through seizure will be unnecessary in the 1953 
appropriation text, as the Bureau does not propose to increase its fleet of official 
cars beyond its present strength of 1,380. 


Workload data by activities, fiscal year 1952, and first 6 months of that fiscal year 
1. INTERPRETATION OF REVENUE LAWS, AND RULING SERVICES 





Actual, first 6 
months, 1952 


| 1952 estimate 


Regulations, interpretative rulings, and legislative reports prepared 18, 497 
Specific case rulings and advisory opinions. - -- ; 5, | 20, 827 
Rulings on wagering taxes. -- - sn LA airs : 1 124 


1 1W agering taxes became effective in November 1951. 





2. INVESTIGATION AND AUDIT OF TAX RETURNS 








Office audits 

Ce ee ee nL cuca Vecunewebasdiueapuace 

Cases post-reviewed (income, estate, and gift) 

Delinquent returns obtained 

Fraud investigations closed: 
I i 
Non-racketeer ‘Cases. - .-.......-...-.-. 

Wagering taxes delinquency and audit investigations...............--------- 





2 Work started Nov. 1, 1951. 
3. COLLECTION OF DELINQUENT TAX ACCOUNTS 


Delinquent tax notices and bills prepared | 18, 553, 000 10, 202, 808 
Number of warrants for distraint closed | 1, 925, 000 989, 468 
Case dispositions of offers in compromise and closing | agreements 7, 025 3, 485 
Delinquent tax claims prosecuted against taxpayers’ estates, insolvent tax- | 

SE SOO chine Wel cenhcs cotbtieknvadbcecchbenvantddudeasesi sata se 10, 800 





4, TAXPAYER CONFERENCES AND APPEALS 


Taxpayer conferences held 
Case disposals of ome to as staff 
Docketed —— a ‘ 


Penal case disposals - 


5. REGULATORY, CONTROL, AND INSPECTION WORK 


i 


Inspection of plants and permtittees other than wholesale and retail dealers_- 40, 000 | 17, 671 
Inspection of wholesale and retail dealers, including inv eas of Lange: 

cants for wholesale permits. -._._..............---.--- 85, 400 49, 552 
Investigations of violations 30, 800 3 12,082 
Floor stocks tax investigations. 10, 000 41,147 


2 The lower rate in the number of inv estigations results from ‘the Bureau’ 8 inability to fill vacancies or 
to replace employees detailed to racket squads. 
4 Represents 1 month only; floor stocks tax returns not required to be submitted until Dec. 1, 1951. 


6. PROCESSING RETURNS, REMITTANCES, INFORMATION DOCUMENTS, AND CLAIMS 





Returns received and processed ‘ , 430, | 16, 130, 868 
Tax determinations made for taxpayers--- a dae AA ashes chiahaa Kaine 15, 500, 000 | 5 189, 657 
Arithmetic verifications of returns and related OME oe a 30, 402, 700 | 16, 669, 917 
Refunds and credits cheduled____._.- 31, 000, 000 5 1, 481, 082 


Information document matching operations performed... ee ere Let | 5 2,090, 214 





5 Major portion of workload falls in last half of fiscal year. 
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OPERATING FUNDS 


Senator Kircorr. You have, I presume, Mr. Dunlap, a prepared 
statement. 

Mr. Dunuap. Yes, Mr. Chairman. 

Senator Kincorre. Under our procedure, you can either put the 
statement in and high light it, or you can read it, whichever you care 
to do. 

Mr. Dunuar. Mr. Chairman, we think we have pretty well high 
lighted it in our prepared statement. 

Senator Kiicore. In other words, you think your statement is in 
itself a high lighting of the problem; is that it? 

Mr. Dun.ap. Yes, sir. We believe we have briefed it down to the 
very bare essentials. 

Senator Kiicore. All right, suppose you just go ahead and read it. 

Mr. Duntap. Mr. Chairman, | appreciate this opportunity to 
explain the request of the Bureau of Internal Revenue for operating 
funds for the fiscal year 1953. We hope to provide you with an ade- 
quate description and justification for our request. 


AMOUNT REQUESTED 


We are asking that you approve an appropriation of $305 million 
for the Bureau for the fiscal year 1953. 

Last August the Congress appropriated $253 million for the opera- 
tions of the Bureau for the fiscal year 1952. Subsequent events, in- 
cluding the pay raise voted by Congress, have made it necessary for 
us to request a deficiency appropriation. 


BUDGET INCREASE 


The sum we are requesting for the fiscal year 1953 is an increase of 
$52 million over the amount appropriated for 1952. 

Included in this increase is $19,148,000 representing the net in- 
creased costs due to the pay raises voted by Congress after adjustment 
for the new leave scale. 

Too, $32,852,000 represents the cost of performing the additional 
duties incident to the increased workload facing the Bureau during 
fiscal year 1953, which necessitates an increase of 7,439 employees 
above the number which the Congress has approved for the fiscal 
vear 1952. 

The deficiency request now pending is for the purpose of meeting 
the pay-raise cost for 1952, and to enable us to recruit the added 
emplovees required during the latter months of this fiscal year. 

Senator Kitrcorr. At that point let me ask: The employees re- 
cruited, except, for instance, stenographers and laborers and the like, 
have to have a certain amount of training; is that right? 

Mr. Duntap. Yes, sir; that is our purpose. We want to get them 
as quickly as we can. 

Senator Kiigore. All right; go ahead. 
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SOURCES OF INCREASED WORKLOAD, 1953 


Mr. Duntap. Our increased workload and additional duties stem 
from congressional enactments designed to increase the revenue and 
from changes in the national economy which directly affect tax col- 
lection. 

Among the sources of added work for 1953 are: 

A. The wagering taxes imposed by the Revenue Act of 1951; 

B. An estimated 5.5 million self-employment tax sc hedules filed 
under the Social Security Act Amendments of 1950. 

I might interject a thought there, Mr. Chairman. We find in the 
present filing period that that has substantially increased the time 
which our deputies must spend with each taxpayer who comes to us 
for help in filling out his return. 

Senator Kircore. Of course, your budget includes the collector’s 
offices and all the field staff and everything else; is that right? 

Mr. Duntap. Yes, sir. 

Senator Kitgorr. That includes within it a great deal of advisers 
to the taxpayers, who have to help show them, particularly in the 
smaller income group, how to make out their tax returns; is that right? 

Mr. Dunuap. Yes. Those are the people that take advantage of the 
additional time per taxpayer to handle that schedule on the return. 

Senator Kincore. All right, will you proceed with your statement, 
Mr. Dunlap? 

Mr. Dunuap. C. An estimated 150,000 complex excess profits tax 
schedules required by the Excess Profits Tax Act of 1950; 

D. An estimated 15 million additional information returns on 
dividend payments resulting from the Revenue Act of 1951; 

E. From 3 to 4 million added individual income tax returns flowing 
from population and employment increases; 

F. Ten to fifteen million additional withholding tax receipts result- 
ing from increase in number of wage earners. 


TAX REFUNDS 


Senator Kiicore. Right at that point, let me ask: You reimburse 
another division of the Treasury Department for repaying the over- 
payment on withholding tax; is that not right? 

Mr. Dunuap. No, sir. 

Senator Kricorr. But do you not reimburse them for the work 
done? 

Mr. Duntap. No, sir; we do that ourselves right now in our col- 
lectors’ offices. Of course, the refund checks are written by the 
Disbursement Division of the Treasury on the basis of the schedules 
which we give them. But this Division operates on its own appro- 
priation. 

Senator Kitcore. In other words, the repayments have increased 
your workload; is that right? 

Mr. Duntap. Very materially. 

Senator Gricore. That is to take care of the overpayments made 
by the people under the withholding tax, due to the fact that they 
may not be able to properly forecast a situation when the with- 
holding payment was deducted; is that right? 
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Mr. Dun.ap. Yes, sir. 

And I would like to emphasize that we do all of that ourselves right 
in our collectors’ offices. 

Senator Kitcore. Now, can I ask you an opinion? 

Mr. Dunuap. Yes, sir. 

Senator Kitcore. It is worth that extra work to catch the taxes 
at the source? 

Mr. Dunuap. Yes, sir. We handle it pretty expeditiously, sir. 
That refunding program is taken care of in a very short period of 
time. 

Senator Kitcore. Actually, you get about 6 months’ use of the 
money; do you not? 

Mr. Duntap. Yes, an average of 6 to 9 months. 

Senator Kitcorr. You get that use of the money before you refund 
it, do you not? 

Mr. Duntap. That is right. 

Senator Kitcore. So the interest alone would help out, which, of 
course, you do not get, however. 

Mr. Duntap. From my own experience as a collector, I kept some 
statistics just on my own hook—they were not required—and when | 
came back from the Army, Senator, the refunding program was bogged 
down. It was 2 years behind. So we started out with a program 
to try to reduce the interest payments on refunds to nil. 

Finally, we accomplished it in the Dallas office. We are now doing 
it in most of our offices. The interest payments are practically down 
to nothing. 

So we have had the use of that money at a very little interest cost 
because we refund so rapidly now that the interest cost just does not 
amount to anything much. 

Senator Kitcore. But even now, if John Jones pays a monthly 
installment on his income tax and that is found to be excessive on his 
return, you within a certain number of days refund him the difference , 
is that not right? 

Mr. Duntap. Not every month. 

Senator Kircore. Not every month, but I mean after a certain 
number of davs. What is it? Sixty days? 

Mr. Duntap. After he files his return. 

Senator KriGore. So that you actually have the use of that money. 

Mr. Duntap. We have had the use of it, sir, in accumulating 
amounts, from the time it has come in all during the year up until 
the time the actual refund is made. 

Senator Kitcorr. Which is about 14 months from the first pay- 
ment; is that correct? 

Mr. Dunuar. That is right, sir. 

Senator Kiicore. So if you divide that by 50 percent you have 
the use of the excess payments for about 7 months; is that not right? 

Mr. Dunuap. Yes, sir. 

Senator Kirgore. That is without paying interest; is it not? 

Mr. Dunuap. Yes; sir. But we have gotten down to the point 
now where, by watching the larger returns that come in, with the 
system we are following, we pay very, very little interest on that kind 
of refund. 

Ninety-five percent of our refunds bear no interest. 
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Senator Kitcore. While that is not reflected in your budget, it 
actually does redound to the benefit of the Treasury of the United 
States in the general fund; does it not? 

4 Mr. Dunuap. Yes, sir; it lessens the financing requirements to that 
ree. 
enator Krigore. All right; will you proceed. 

Mr. Dunuar. G. Higher tax rates all along the line under the 
Revenue Act of 1951 which increased the difficulty of collection and 
brought more tax returns into the area which should be covered by 
audit; and 

H. Floor-stock taxes on alcoholic beverages and other products 
subject to higher excise-tax rates, and floor-stock refunds on certain 
items subject to reduced excise-tax rates. 

The necessity of performing the work placed on the Bureau of 
Internal Revenue by these additional considerations, when added to 
the tremendous volume of work already confronting the Bureau, poses 
a tax administration problem of dimensions never before encountered. 


WAGERING-TAX PROVISIONS 


Senator Kircore. Could I take you back to your item A, the 
wagering taxes imposed by the Revenue Act of 1951? Could you 
just explain that briefly at this point? 

Mr. Dunuap. Yes, sir. The wagering tax has two separate pro- 
visions. The first calls for every person engaged in that line of 
business to purchase an excise-tax stamp, $50 a year, evidencing the 
fact that he is in that business. 

Senator Kitcore. That is his license to do business, that is for the 
professional, shall we say, bookmaker; is that right? 

Mr. Duntap. That is right. 

Of course, we do not like to consider it a license to do business. 

Senator Kirgore. We could call him a regular bookmaker, who 
makes that his business. He pays a $50 tax; does he not? 

Mr. Dunuap. That is right. That is one phase of the tax. 

The second phase is that the new law places upon such people the 
duty of filing a monthly return with the Government and paying in 
to a Government a 10 percent tax on their gross take during that 
month. 

In other words, that includes all the moneys that were bet with him. 
In other words, if I wanted to bet a dollar with a bookie, I would give 
him $1.10, and, theoretically, he turns a dime over to the Govern- 
ment in tax. 

Senator Kitgore. Which is the way for collecting from the fellow 
who does not have the stamp, shall we say. 


ENFORCEMENT COST OF WAGERING TAX-PROVISIONS 


Senator Ecron. How much is it going to cost to run that law, 
Mr. Dunlap? 

Mr. Dun.ap. $20,686,591. That is the best estimate we can 
make. 

Senator Ropertson. A member of the House committee told me 
that would be about $600,000 more than you were going to collect. 
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Mr. Dun ap. It is this type of a tax. And if I may be perfectly 
frank, I will say I appeared before the Senate Finance Committee 
when they considered it and said what I thought. I fought the énact- 
ment of it. 

Senator Ecron. They did not adopt it on your recommendation; 
did they? 

Mr. Duntap. No, sir; I fought the enactment of it from the 
administrative standpoint purely. 

Senator Ropertson. I thought they put it in there with an esti- 
mate of around $400 million to bring it up to the total of the bill 
they are reporting. 

Mr. Dunuap. I did not comment on that phase of it. I did 
comment on this phase, sir. 

It is, in my opinion, not a true revenue law. It places the Bureau 
of Internal Revenue in the kind of business it has never been in before. 

Senator Krieore. That is licensing; is it? 

Mr. Duntap. Not only licensing, but proving each case. 

Senator Roperrson. There is a judge in the city of Richmond, 
Va., who has intimated that he probably will issue an injunction 
against the buying of those stamps by anybody in Richmond, because, 
he said, it is illegal to engage in gambling in Virginia, and he does 
not propose for them to get that kind of permit from the Federal 
Government. 

Mr. Dunuap. Here is what we are up against, sir: For the first 
time in the history of the Bureau of Internal Revenue, we must prove 
that the taxpayer is in a certain line of business. 

In other words, as I said before the Finance Committee, I do not 
believe people are: going to continue to come in voluntarily and pay 
this $50 tax, when it is merely paying for the privilege of having 
your name turned over to the chief of police. 

Senator Kirgorr. That is the point I am getting at. 

Mr. Dunlap, if that could be done, if everybody could do that, it 
would make law enforcement at the State level and the county level, 
shall we say, much simpler. The problem is going to be that we are 
going to make an enforcement agency out of the Bureau of Internal 
Revenue, which is going to have to go out and seek the evidence to 
prove these people are in that business and force them to pay the tax. 

I can remember in the old days, before Volstead, when they used to 
issue licenses for dispensing liquor. Those were the days of local 
option in my State. That information was withheld. Nobody could 
tell who had a Federal license. The whole problem was that they 
would rather pay the Federal license than take a chance on an argu- 
ment with the Federal Government. 

That put the local authorities, the county and State authorities, 
under a tremendous handicap. 

Under the present operation—I know in my State—they are shak- 
ing down a lot of gambling element and others of that kind under this 
present operation because these people will quit buying those stamps. 
They will go underground and will make of you, shall we say, a sort 
of super-secret-service outfit on the question of gambling. 

Mr. Dun ap. It places this responsibility on the internal revenue 
service which it has never had before. We have to go out and prove 
that some individual is in a certain line of business. If he is not mm 
that line of business he is not liable for the tax. That becomes 
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criminal investigative work and requires the employment of a criminal 
type investigator. 

We are faced with the very peculiar task there of trying to examine 
and audit returns of people who do not voluntarily reveal anything 
about their businesses, who keep no records, and we must take it 
out of them by every means we have available. 

The law is, in my opinion, not going to produce anywhere near the 
revenue that was estimated. It will produce, in my opinion, more 
than enough revenue to carry the cost of it, but in good tax adminis- 
tration, our field men should bring in more than a ratio of one dollar 
for one dollar spent. 

At the present rate of return, with the few people that we have— 
and we are making a very conscientious effort, we have these squads 
organized all over the U ited States—we have secured quite a few 

convictions under this law already, but the further we go, the harder 
it is going to be to dig it out. 

It may be that the law was intended to ne ea gambling in this 
country. If such is the case, I cannot consider it, and never have 
considered it, a true revenue measure. 


EFFECT ON ENFORCEMENT BY LACK OF FUNDS 


Senator Roperrson. Mr. Kefauver is a great crime buster and he 
led the fight to keep the amendment from being adopted. 

Now, let me ask you this question: Suppose the House does not 
put anything in here for this enforcement, what then? 

Mr. Duntap. We are faced with a proble m similar to that with 
which we were faced in the Volstead days, sir. This is a part of the 
law. If it is not enforced, it is going to cause contempt for other 
portions of the law, in my opinion. 

In other words, as long as it is on the statute books we are honor 
bound to enforce it. Otherwise, we create contempt for the other 
provisions of the Revenue Code. 

Senator Kitcore. In other words, the law has to be amended to 
take that burden off your shoulders, otherwise you are still going to 
carry the burden regardless of the operating expenses; is that right? 

Mr. Dunuap. That is right. I think as long as the law is on the 
books it is incumbent on the internal revenue service to enforce it, 
regardless of what we think about the matter. 

Senator Ropertson. I was just thinking that the House is looking 
for measures of economy and it is not unlikely that they will send us 
over this item for the Treasury without this $20,600,000 in it. 

The question with me is, What should we do then? I think the 
law should be repealed. It should not have been adopted in the 
first instance. 

Mr. Dunuapr. That, of course, is a matter for Congress, within its 
discretion, and within its rights, to decide for itself. I am placed in 
the helpless position of having a law on the books that I have to 
enforce in some way. 

Senator Kincore. In other words, you are in an administrative 
situation; is not that right? 

Mr. Duntap. That is right, sir. 

Senator Ecron. We appreciate your position, Mr. Dunlap, but 
inasmuch as it is the law and there is not much likelihood that it will 
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be repealed, is it not better to go ahead and do the best you can on a 
token force, so to speak, and take a chance on the voluntary con- 
forming to the law rather than to have a big force and an operational 
expense that is going to be tremendous before you get through, in an 
attempt to‘enforce it? Would it not be better to do the best you can 
on a token force without going all out on it? 

Mr. Duntap. Senator, I would have to approach it from that angle. 
I am just so constructed that if somebody gives me a job to do it, 
I want to do the job. 

Senator Ecron. But we recognize it is impossible. 

Mr. Dunuap. That is one of the things that the Bureau has been so 
highly criticized for during the past year. We have been very highly 
criticized, as you know. Statements were made that we were not 
doing our full duty, not bearing down as heavily as we should on this 
lawless element. 

Mr. Kefauver’s committee was very, very plain-spoken in that 
regard. 

Senator Ecron. You are not a police force. 

Mr. Dunuap. That is the stand we took, but we still got the law. 

Senator Kitcore.-Let me ask a question at this point, to support 
this. When did this present law become effective? 

Mr. Dunuap. It become effective in November. The first returns 
were due for November. 

Senator Kiircore. Of 1951? 

Mr. Duntap. Yes, sir. 

Senator Kitcorr. What are the latest figures you have on how 
much has been spent in enforcing it, and how much has been received? 


RETURNS UNDER WAGERING TAX PROVISIONS 


Mr. Dunuap. We have actually issued 13,203 occupational stamps F 
for a total of $484,938. We have received 7,645 monthly excise tax F 
returns, upon which there has been paid $970,456 for a total, up until 7 
January 31, of $1,455,394. iH 

The excise tax returns, of course, are only through December be- F 
cause you have 30 days after the end of the month to file. ¢ 

In other words, the number of stamps I gave you is the number f 
issued up to January 31, but it only has 2 months of the returns in it. F 

Senator Kincore. The cost of administering all this, of course, has F 
been under the current appropriation, has it not? ; 

Mr. Dun ap. Yes, sir; we have had to absorb it right along with F 
our other duties. ; i 

Senator Kitcore. I wonder if you could furnish, for the record at 
this point, in amplification of that, a statistical study up to the last 
date that you have, the amount collected and the cost of collection off 
those amounts. . 

Mr. Dunuap. We can do the best we can for you, sir, but it hash 
been tied in with our racketeer drive, which I would like to discuss af 
little further along. . 

Senator Kiigore. I want to go into that a little bit myself. 

Mr. Dunuap. We will do the very best we can in that regard. 

Senator Kitcore. If you will furnish us a statement on that, wef 
will appreciate it. ; 
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(The statement referred to is as follows:) 

The civil enforcement cost from November 1 to January 31, 1952, is approxi- 
mately $175,000. The criminal enforcement costs for the same period are esti- 
mated to be $150,000. The total of these is $325,000 for the first 3 months since 
the enactment date of the tax. 

This cost is not representative of a full-year cost for the reasons that (a) all 
printing costs for a whole year are included in the above figures; (b) the stamps 
sold and returns filed have for the most part been on a voluntary basis; (c) the 
intensive investigative work has not as yet begun because the appropriations are 
not available to hire the full force of investigators; (d) the heavy prosecution costs 
have not been encountered, as only a few cases have reached that stage. 

As previously shown, the receipts from November 1, 1951, to January 31, 1952, 
aggregated $484,938 for wagering stamps and $970,456 for monthly excise-tax 
returns, 

In view of the conditions encountered in launching the tax, it would not be 
proper to relate the costs to date to the receipts to date, as the period involved is 
too short to permit any reliable conclusions as to cost-of-collecting ratios. 


CASES RECOMMENDED FOR 





PROSECUTION 


Mr. Duntapr. For your information, there have been 249 occupa- 
tional-tax cases recommended for prosecution against gamblers who 
failed to get the stamp and two against gamblers who failed to pay 
the excise-tax return. 

In other words, there have already been 251 recommendations for 
prosecution under that bill. 

Senator Ecron. In your justification you show, at page 168, the 
runners or agents of operators, bookmakers, and punchboards, and 
other lottery operators. In other words, those that are liable for an 
excise tax and stamps are about 750,000. 

Mr. Duntap. Yes, sir; that was the estimate. 

Senator Ecron. So, it is a very small percentage that are in under 
the line now. 

Mr. Duntap. That is right, sir. That is the reason it would take so 
much money to dig them out. They have to be dug out if we are 
going to enforce it adequately. We have just scratched the surface. 


SITUATION IN MONTANA 


Senator Ecron. In a State like my own, Mr. Dunlap, I do not think 
a lot of them are even going to file, because we have licensed punch- 
boards in Montana ro the State was getting a revenue of between 
$700,000 and $750,000 out of it. 

A lot of people are just refusing to have anything to do with punch- 
a now; they are not interested if they have to put up a $50 
icense. 

And their employees, being designated as in the class of gamblers, 
are just not going to have it. 

You are not going to get anything out of those because they are not 
interested in handling punchboards. 

_— of course, the State is not going to get any revenue out of it, 
either. 

Mr. Duntap. Yes, sir. In Montana, for instance, there have been 
265 stamps issued, which brought in $8,400. There have been 681 
of the monthly returns filed that were taxable for $31,933 in the State 
of Montana. 

You are one of the few States that do have legalized punchboards. 
Senator Ecron. I realize that. 


94650—52———_-29 
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Senator Rospertson. They are easy to catch, then. 

Mr. Duntap. Yes, sir. 

Senator Krrgore. | have a question at that point. 

How much of your $25,500,000 supplemental estimate in House 
document 348, which is now before the Congress, represents the cost 
of administering this particular phase of the law? 

Mr. Dun.tap. The amount included in the supplemental estimate 


covering the cost. of the wagering taxes is $3,058,460. 
SUPPLEMENTAL ESTIMATE FOR 1952 


Senator Kincors. At this point of the record there will be filed the 
1952 supplemental estimate and the justification as set forth in House 
Document No. 348. 

(The material referred to is as follows: ) 


BuREAU OF INTERNAL REVENUE 
SALARIES AND EXPENSES 
For an additional amount for “Salaries and expenses’’, $25,500,000. 


The major portion of this proposed supplemental appropriation is required to 
pay the cost of salary increases authorized by Public Law 201, Eighty-second 
Congress, in the amount of $18,900,000. The remainder, $6,600,000, will provide 
funds for (1) an inerease in field personnel and associated costs for the enforce- 
ment of the new wagering tax and for the audit of liquor floor stocks tax returns 
under the new rates established by the Revenue Act of 1951, (2) replacements for 
personnel diverted to the task of investigating racketeers’ tax returns, and (3) 
unanticipated increases in printing costs. 

Senator Kingorr. Will you proceed with your statement now, 
Commissioner? 


DUTIES UNDER WAGERING-TAX PROVISIONS 


Mr. Duntap. The enactment of the wagering-tax provisions of the 
Revenue Act of 1951 places a duty upon us which differs from our 
ordinary tax-collection procedures and which, if adequate enforce- 
ment is to be had, will require the services of a large number of addi- 
tional enforcement officers in our collection offices. These enforce- 
ment officers must be of a type qualified to deal adequately with a 
type of taxpayer who will not voluntarily comply with these sections 
of the statutes. 

We know from experience that any increase in tax rates tends to 
create additional delinquencies and deficiencies which are difficult to 
determine and collect. 

Our additional burden in these respects will be considerable. The 
processing of the various schedules and returns listed above will, in 
itself, be a major undertaking. 

The necessity for examining excess-profits tax schedules during 
fiscal year 1953 will result in the equivalent of a 10-percent decrease 
in internal-revenue-agent examinations below our current level, due 
to the complexity of these returns. Unless we decrease our examina- 
tion coverage, we must necessarily increase our force of internal- 
revenue agents accordingly. 

In addition to the added workload I have discussed, developments 
stemming from other congressional actions since our last appearance 
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before this committee have necessitated the adoption of programs not 
foreseeable at that time. 

The activities of the Kefauver committee demonstrated to the 
Bureau the need for intensified activity in examining the returns of 
taxpayers in the so-called racketeer class. 

This necessity was recognized by the Secretary of the Treasury and 
the Commissioner of Internal Rev: enue, and a program to meet it was 
instituted in the latter part of March 1951. 





RESULTS OF SPECIAL TAX-FRAUD DRIVE 

A director for a special tax-fraud drive was appointed on April 27, 
and the organization of racketeer squads all over the United States 
was begun. The development and instructional phases of this drive 
were completed by the end of June, and by July the squads were in 
full operation. 

The work has been gaining momentum each month thereafter. 
We have assigned 2,290 of our best front-line enforcement officers to 
the racket squads, and they have produced in additional assessments 
> and jeopardy assessments to date in excess of $65 million in additional 
taxes, penalties, and interest. 

They have recommended 283 racketeers to the Department - 
Justice for prosecution. Indictments have been returned against 23$ 
defendants, and 124 of them have already been convicted. 

No program ever adopted by the Bureau has met with greater 


acclaim from the honest taxpayers of this country. 
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NUMBER OF ENFORCEMENT OFFICERS 





When we assigned 2,290 of our best front-line enforcement officers, 
together with the necessary supporting clerical personnel, to this work, 
which is far more technical and time consuming than the ordinary 
examination of returns We were forced, of course, to reduce our 
regular examination program. 

Our budget request for fiscal year 1953 envisions the vigorous con- 
tinuance of the racketeer drive and the replacement of ‘the officers 
engaged therein by new officers who will carry on our regular field- 
examination efforts., we consider the vigorous prosecution of our 
racketeer drive as our first order of business during the coming year. 


PES gE CO RE A eS 





AVERAGE RETURN UNDER RACKETEER DRIVE 


Senator Kitrgore. At this point I want to ask a question. I want 
it understood I am not questioning the need for this racketeer drive; 
but, based upon average return on ordinary business, what are the 
results of the investigation of the racketeers, per man? 

Mr. Duntap. It is considerably lower because of the criminal-type 
investigation that is made, sir. It will run around $50,000 per investi- 
gator, as compared to $86,000 for men in ordinary examination work. 

Senator Kirgorn. And you have to use a type of investigators who 
> are superior in training to the ordinary investigators; is that right? 

) Mr. Dunuar. Absolutely, si 

Senator Kingorn. And you are getting about five-eighths as much 

return on the money invested; is that right? 
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Mr. Dunuap. That is right, sir. 
Senator Kitcorg. Could you furnish tables on those figures, from 
your records, up to date? 
Mr. Dunuap. Yes, sir. 
(The information referred to is as follows:) 






Statement of results—S pecial taz-fraud drive for period Apr. 27, 1951, to Jan, 31, 196 


v 


Summary of cases closed: 











































Prosecution recommended: Total 1 
Fnoone 4682 OG Ae. Bee ai et 142 Be s 
Excise, social-security, wage-hour, other_.........---- 96 
Rineot wenele id oie inn ase eres. Ss sid Lcmin) wlewtiawelce abit It 

Tax and 50 percent penalty............--...---=-.---+-- 941 Be 

Tax and negligence penalty..............-....-.......-. 956 Fy 

DOOM heen ee oa eh cee Ce eee 1,206 Fy to 

Rie PRs ak et ae St UC. 2,061 F 

i aT ark 5,411 Be 

Eliminated from racketeer class__-..........-....-.-.-- 2,042 F 
cava honetnan ¢oeweb Garni ses ipods opiaotreaas 1,474 Be pr 
TuGah enon GeONe oie iis bs Sess LN iis 8,927 Be 2 

Taxes recommended for assessment: ¥ 

Sn ne nner na eee 3, 323 

ne ee ne Se on eee eens $31, 189, 760.10 BF pe 

Wee ane 0 A STs Te i ee $12, 431, 441.13 Bin 
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AE I os on en ha a anh nee eka eae $45, 798, 522. 36 Be 

Overassessments recommended-______.........---------- $50, 237. 10 F 


Net additional tax and penalties___...........---.---- $45, 748, 285. 26 
Jeopardy assessments: 
IRIN OR sn a a eit bie d ren wine od AO lame 365 
ARAOUDS OF tak. Ge POORes 8.8 ce em memtiveannus $24, 074, 159. 75 
Aetion on prosecution cases: 
Referred to Department of Justice (cases) ...........---- 162 
(a) Number of defendants involved_.............-..-.-- 283 
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Production per man on special tax-fraud drive: : 
Total assessments, Apr. 27, 1951, to Jan. 31, 1952...._.--- $69, 800,000 F 
Estimated amount for a 12-month period___._....------ $94, 000, 000 F 8 
Average man-years of enforcement officers for year. - - - --- 1,900 B tal 
AUREE PHOCUOOR DOP WER ec ee ae ceced $49,400 Be 

Production per man on regular audit: ® lar 
Total additional assessments, fiscal year 1951__.._..----- $1, 856, 603, 000 FB, 
Average man-years (revenue agents and deputy collectors) - 17,912 He 
Annual production per man___.........-..-.----------- $86, 469 FB big 

! Not included under “ Net additional tax and penalties.” : not 
PUBLIC OPINION FAVORS TAX DRIVE : ave 
e Th 
Senator Rosrertson. Do you not think, Mr. Chairman, that if we F< 
want satisfaction among honest taxpayers we could not do any more Fs 
important work than to make the crooks pay? : 
Senator Kiicore. I agree with that. Z as 
Senator Rozertson. They do not keep any records, and they lic FF op. 
and flimflam you in every possible way. Naturally, it takes more & ut 


effort to catch them. Nothing could be more important, in my 
opinion, than to catch them and put plenty of them in jail. 
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Mr. Dunuap. That is exactly our feeling about it, Senator. And 
the reaction around the country, in talking to our good citizens over 
the country, is that they have thought that this racketeer drive was 
the finest thing they have ever seen, because it has convinced the 
public that we are not going to let this type of individual get by with 
a thing. 

Senator Kincorr. May I say at this point that I am in hearty 
agreement with that, but I think this record should show that it makes 
the operation of the Bureau a little more expensive in order to get a 
successful operation in that particular phase. 

Senator Ropertson. In other words, that it justifies us in appro- 
priating more money. 

Senator Kingorr. Yes, appropriating the extra money necessary 
to carry on this particular drive. 

Do you not think that is right, Mr. Commissioner? 

Mr. Duntap. Absolutely, sir. 

Senator Kircore. Is it also a fact that even in the courts your big 
problem there is getting proof which requires an operation of quite a 
number of your agents in every case tried? 

Mr. Duntap. Yes, sir; we must assist in the preparation. 

Senator Kitrcore. That is because, in the main, inasmuch as these 
people deal largely in cash transactions, in fact, practically exclusively 
in cash transactions, you just simply have to go into the question of 
' capital gains; is not that right? 

Mr. Duntuapr. In most cases; yes, sir. 
Senator Kitcore. In other words, to prove what the investments 


. are. 


Commissioner DuNLAp. Net worth cases. 
Senator Kincore. And that is a difficult case to prove to a jury. 


FRAUD CASE LOAD 


Mr. Duntap. There is this to consider about this racketeer drive: 
There are about 31,000 names we had on our master list when we 
started this and, naturally, we started out to whittle that list down 
as fast as we could. 

We closed 8,927 of those cases, but we have mainly wiped out o: the 
way the little fellows. The big boys take considerably longer. It 
takes from a year to 2 years to work up some of those larger cases. 

Those bigger cases have not begun to break. These figures are 
_ largely the smaller fry, the 8,927 cases. 

Senator Roperrson. When you get the assessment on some of the 
bigger ones, your ratio of expenses to returns will be reduced, will it 
not? 

_ Mr. Dunuap. Yes, sir. At the present time, each one of our men is 
' averaging bringing in $50,000 a year, the men engaged in this drive. 
That will go up as bigger cases are completed. 

Senator Kirgorn. What is the figure as to the other men? 

Mr. Duntap. At the present time it is about $86,000 per man. 

Senator Kricore. And you have to recruit and train those people 
as you pick them up; is that right, because you have taken your best 
operatives in to make up this annual racketeer drive, which is an abso- 
lutely necessary step that you must take? 


> 
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Mr. Duntar. Yes, sir. The new people that we would bring in to 
replace these people would be the field investigators on regular-type 
returns and would be trained accordingly. But we have been absor}h- 
ing that load to the detriment of our regular examination work. 


COST OF RACKETEER DRIVE 


Senator Kincore. What part of the increase you are asking in this 
appropriation would encompass that additional load? 

Mr. Dunuap. $13,999,466, you might say $14 million, covers the 
replacement of people engaged in the racketeer drive. That is in the 
regular budget. 

Senator Kiicore. | am talking about the current budget for which 
you are now presenting testimony. 

Mr. Duntap. You might say, in round numbers, $14 million. 

Senator Kiteore. So that approximately $14 million of the increase 
requested is necessitated by reason of the reorganization to take care 
of this racketeer drive, which we all admit is very necessary? 

Mr. Dunuap. Yes, sir; to replace the personnel engaged in that. 

Senator Kricore. From that, how much additional collections do 
you estimate vou will probably be able to cover, based upon the best 
estimates of your staff? 

Mr. Dunuar. The operation has just now begun to hit full swing. 
We started off and actually began operation in August. August was 
a small month and September was a little larger, and every month has 
gotten bigger, until now the figures here show approximately $69 
million for about 6 months of work. 

So I think we will make our estimate. Our estimate was that the 
racketeer drive, by the end of the fiscal vear 1953, would have produced 
$250 million in additional taxes. 

Senator Kiireore. All right, will you proceed with your statement, 
Mr. Dunlap? 


NUMBER OF FRONT-LINE ENFORCEMENT AND SUPERVISORY OFFICERS 


Mr. Dunuap. Other developments with which you are all familiar 
have demonstrated conclusively that in our efforts to increase front- 
line enforcement we have not increased our supervisory structure 
adequately and in proportion. 

In the fiseal year 1944 we had 16,473 front-line enforcement officers 
and 323 supervisory officers. During the fiscal vear 1951, with more 
than 26,000 front-line enforcement officers, we still had only 333 super- 
visory officers. 

The results have been obvious. Since the Bureau appeared before 
you last, it has been necessary to strengthen the supervisory structure 
in order to permit tighter control and supervision over our field offices. 
This has been done by increasing the number of our supervisors all 
along the line and by creating the new inspection service, which will 
have full supervision over the examination of our field offices and 
employee conduct. 

We feel sure you recognize the need for these steps. Their con- 
tinuance is encompassed in our request for funds. 

Senator Kipcorr. May I say for the record at this point that | 
insisted the Commissioner increase the supervisory staff because of 
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the wide divergency found from various officers at various field stations 
in interpretation of regulations and of law. 

I thought we must get a uniform interpretation. So I will take 
the blame myself, personally, as far as is necessary, for suggesting 
that, because of the complaints I have received that there was not 
enough supervisory staff to guarantee reasonably uniform interpreta- 
tion. 

Mr. Dunuar. Yes, sir. We appreciate it very much. 

The emphasis in the past few years has been to get more field 
people out examining the tax cases and returns in the field, to just 
get all the people we possibly could out. 

Every saving that we made in the Bureau was immediately con- 

verted to additional field men. We just let the supervisory structure 
stand still until there was a tremendous organization, almost twice 
the size of what it was before the war, but with still the same number 
of supervisors looking after it. 

I don’t have to tell you what some of the results have been. 


CONDITIONS IN FIELD OFFICES 


Senator Kitgore. Has not that contributed to some of the criticisms 
that has taken place even in the press about conditions that have 
occurred, the fact that you could not properly supervise both col- 
lectors’ offices and field staff offices? 

Mr. Duntap. That is right, sir. 

Senator Kixtcore. | think that the collectors’ offices should be 
exonerated for that particular feature, for that reason, because we 
have neglected the proper appropriation for supervisory staff. 

Mr. Duntap. We have followed your suggestion and have taken 
the bull by the horns and have set up this service. It is called in the 
President’s plan, as shown on the reorganization charts, the Inspec- 
tion Service. 

Actually, it is in being. It is functioning and doing a swell job. 

The Inspection Service is supervising the examination of the past 
3 years’ income-tax returns of all of our front-line enforcement and 
supervisory personnel who contact the public, and is examining the 
financial statements submitted by these employees. 

In addition, it is engaged in a complete revision of our manuals 
setting forth the details and procedures for examination of our various 
field offices. It is charged with the responsibility of checking every 
rumor from every source concerning the conduct of any of our people. 


REORGANIZATION PLAN No, 1 


Senator Kingorr. Could we suspend your general statement at 
this point, Mr. Dunlap, and let Senator McClellan and Senator 
Robertson go into these charts and ask questions on this whole matter 
of the Reorganization Plan No. 1? 

Mr. Dunuap. Yes, sir; anything you like. 

Senator Kingore. May I say to you, Mr. Commissioner, that if 
you do not have the exact answers you can supply the exact figures 
later. 

Mr. Dunuap. I will be happy to do that. 
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Senator Rosertrson. Will that Reorganization Plan No. 1 be ready 
next week? 

Senator McCLe.Luan. We have to act on it before the 14th. When 
it will get on the floor I do not know. 

Senator Kincorse. Might I suggest at this time, gentlemen, that 
you just discuss the purpose of the plan, because we are already 
familiar with the plan itself. Just discuss the purpose of it and what 
you hope it will accomplish. 


PURPOSE OF REORGANIZATION PLAN 


Mr. Dunuar. The purpose of the thing is to tighten up the struc- 
ture of the Bureau of Internal Revenue and to simplify its lines of 
control throughout, to pinpoint responsibility where it should be, and 
to render better service to the taxpaying public. 

Those are the main purposes of it. We think it accomplishes it. 

At the bureau level, we completely revamp our structure. We are 
now built along the lines of a separate group for each major class of tax. 

In other words, we have lines running across horizontally between 
an income-tax division, a wage-tax division, and employment-tax 
division, and all the other different kinds of divisions that specialize 
only in their kind of taxes. 

It is not a functional organization at all under modern business 
concepts. This plan turns that around at the bureau level and puts 
the Bureau on a functional basis. 


COMMISSIONERS 


In other words, you do not see tax names appearing anywhere. 
You see three assistants, who will be career people under the civil- 
service laws, one for the Inspection Service that we were talking about, 
being responsible only to the Commissioner directly. 

You have an assistant commissioner for operations, who will super- 
vise all our field operations, and an assistant technical commissioner, 
who will handle all technical matters. 

The assistant commissioner, inspection, is just what it says. At the 
present time, we have 200 lines of communication running into the 
Commissioner’s office from our various field offices scattered all over 
the country. The lines of control under this plan would be cut down 
to 25. There would be 25 lines of operational control feeding into the 
Commissioner, which would eventually simplify operations in the 
Bureau. 

PLAN FOR UNIFORMITY OF OPERATIONS 


On the bureau level, it is contemplated that if this plan goes into 
effect, that nothing will be performed in Washington except functions 
which must be performed on a Nation-wide basis to insure uniformity 
in the enforcement of the tax laws, to insure that a man down in 
Florida is being treated exactly the same way that a man in Oregon is 
being treated, and that our interpretations are uniform all over the 
country. 

Senator Kiitcore. In other words, that is what might be called 
complete decentralization of actual functions; is that right? 
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FUNCTIONS UNDER ASSISTANT COMMISSIONER, TECHNICAL 


Mr. Dunuap. Yes, sir. 

The Assistant Commissioner, Technical, would be charged with all 
our legislative and research problems, the studying of legislation that 
is proposed in Congress, on which you gentlemen ask our opinions, and 
legislation that we think we would like to have you pass. 

All such research problems are handled in this office. He would 
prepare all the rulings and furnish all the technical advice that has to be 
handled on a national basis. For instance, the ruling on what organ- 
ization is exempt from income tax under certain provisions of the law 
would still be done in the Bureau. That is so you would get equal 
treatment over the country. 

The special technical services would be performed under the 
supervision of the Commissioner by the assistant commissioner here. 
As an example, of one of those technical services, the negotiations and 
work on tax treaties, is now done by a special deputy commissioner. 

Under this, all our technical work would be done under the assistant 
commissioner’s supervision. 

Senator Kincorn. Would they supervise, shall we say, valuations, 
where you come to a question of investment in property, capital 
gains? 

Mr. Duntap. Yes, basis of stock and reorganizations, all that kind 
of thing. 

Senator Kircorr. What connection would they have with your 
field staffs? 

Mr. Duntap. They furnish the information to the field, in other 
words, the questions that come in from the field and go back to the 
field. 

And, of course, many, many questions that ome in directly from 
taxpayers themselves are answered here. For instance, you know 
we have been building gradually for years to the point where we can 
at last do something that the Bureau should have done for many, 
many years back, and that was to tell the taxpayer in advance, from 
the time he takes action, what the tax situation is going to be. 

In other words, he wants to merge and consolidate some of his com- 
panies or handle some deal in a certain way. He can write the Bureau 
for a ruling of what the tax effect will be if he does it the way he is 
suggesting. That is all handled there. 

lhe second assistant commissioner, under this plan—they are on a 
par—is a man in charge of operations. 

Senator K1tGore. Getting back to the Assistant Commissioner, 
Technical, might I ask: Would that technical group be able to tell a 
Member of the United States Senate what is going to be the effect of a 
new law immediately? 

Mr. Dunuap. Yes, sir; that is where the regulations and everything 
like that would be handled. 

Senator Kiicors. Frankly, that is a big problem to find out what 
the effect of a new bill would be. 

Mr. Dunuap. Further along in my statement you will find I am 
complaining about how far behind we are in the preparation of our 
regulations on the laws prepared by Congress. We ought not to be 
that far behind. We have not had the staff to keep current with it. 
It is hard on the taxpayer, hard on you, and hard on us. 
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The regulation should be prepared almost immediately and be 
written before the tax law becomes effective. That is one of the 
things we hope to accomplish in this set-up. 


FUNCTIONS UNDER ASSISTANT COMMISSIONER, OPERATIONS 


The Assistant Commissioner, Operations, handles all the field 
operations. He has with him a staff of assistants, specialized by 
function and not by taxes. One is a specialist in collection procedure 
and would have the duty to provide means and ways to more effi- 
ciently collect and handle the Gevernment’s money, both that which 
is voluntarily paid through the cashiers’ offices in the field and that 
which we must collect forcibly or by the month, or any other way 
we can get it. He will have an assistant who specializes in enforce- 
ment. 

In other words, he is an expert in auditing field examination methods 
and coverages. 

There will be a staff assistant, appellate, who looks after all the 
appellate functions that take place in the field and sees that they 
use the most modern methods, that they are current, that they are 
on a uniform basis throughout the United States. 

And, of course, he has an assistant for administration, who handles 
such matters as personnel, and so forth. 

Senator Kitcore. On that point: Suppose a matter comes up in 
district 2 or 3, or 4 or 5, in which the taxpayer feels that he is getting 
the wrong interpretation. Is there any office in Washington to whom 
he may appeal to get a ruling before he takes an appeal to the Court 
of Tax Appeals? 

' Mr. Duntap. Yes; they can get a ruling from the Deputy Commis- 
sioner of the Rulings and Technical Review Section. 

Senator Kiieore. In other words, could the taxpayer get that? 

Mr. Duntap. Yes; but it would have to be a case that has not been 
ruled on before. 

Senator Kiicore. Of course, if it has been ruled on before, all that 
would be necessary would be to send him a copy of the ruling. 

Mr. Duntap. That is right. 

Senator Kincore. But if it had not been ruled on before, he could 
himself ask, or his attorney; is that right? 

Mr. Duntap. If it is a new question that we have, or on which 
the courts have not passed. 

You see, a lot of times, questions come up in Florida that are 
asked in Oregon, and we just send them the answer. These people 
make and hand down rulings on new. questions that have not already 
been answered in that regard. 

Senator McCie.ian. Mr. Commissioner, would they be handed 
down to the taxpayer, or would they be handed down through chan- 
nels, through your districts? 

Mr. Dunutap. Whichever one asks for it. 

Senator McC.Le.ian. In other words, my understanding of it is 
that the taxpayer would have to go through the deputy district 
commissioner and then the district commissioner in order to get that 
service, that it is not set up directly for the taxpayer. Is that a 
correct understanding? 
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Mr. Dunuar. There are two different categories of it, Senator. 
If the man wants the ruling before he takes the action, he comes in 
himself and he gets the ruling. 

Senator McCuie.an. In other words, the businessman who is going 
to rearrange his business affairs and wants to know what effect. it 
will have on his tax obligations, can write a letter direct to the tech- 
nical staff and get a ruling on it; is that right? 

Mr. Duntap. That is right. That is called the Taxpayer’s Ruling 
Section. 

Senator McC.Le.Luan. But as to the liability of a taxpayer, where 
the tax obligation has already occurred, would he not have to go 
through these lower echelons to get his ruling? 

Mr. Dunuap. The question would only come up whether the law 
had been applied properly, or not, to a given return as a result of field 
examination, 

That is the only place it would arise, when some agent went out and 
said, “Now, look, you handled this deal, but you did not handle it in 
accordance with law and regulation and we are going to assess you so 
much more tax.” 

In those cases there would be no change in what we are doing now. 
Our manual provides now that by agreement between the two of 
them they send in a request for a ruling to the Bureau now. If the 
ruling is in the taxpayer’s favor, it just goes back and our people in 
the field close it on that basis. 

If the ruling is going to be adverse to the taxpayer, then he is 
granted the privilege of a hearing. There would be no change in that 
in Washington; he can either come to Washington or he can request 
that our conferee come to him. 


FINALITY OF FIELD TAX RULING 


Senator McC.Letuan. Mr. Commissioner, let us take an example. 
Here is a taxpayer now and there is a dispute as to the amount of tax 
he owes, or as to allowance, exemptions, that he has claimed, and 
your deputy district commissioner on that level says, “Well, you owe 
so much more money and we are going to assess you so much more.” 

Now, he can appeal from there, as I understand it, to the district 
commissioner or a staff that is set up for the purpose of hearing those 
appeals. 

Mr. Dunwap. Yes, sir. 

Senator McCuieLitan. When the district commissioner rules on it, 
however, if it is adverse to the taxpayer, the taxpayer has no appeal 
from there to Washington. 

Mr. Duntap. No; he has none now, Senator. 

Senator McCLEeLian. I am just trying to get it straight. 

Mr. Dunuap. We are completely decentralized in that regard now, 
and we have been since 1939. A taxpayer cannot appeal a field ruling 
to Washington now. 

Senator McCuLe.Luan. That is why it is confusing to me when you 
say the taxpayer can write up there and get a ruling. 

Mr. Dunuap. No, sir; he cannot doit. That has been decentralized 
since 1939, and the only appeal the taxpayer has, if he cannot get 
together at the appellate level in the field, is to the Tax Court. 
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FUNCTIONS UNDER DISTRICT AND DEPUTY DISTRICT COMMISSIONERS 


This chart is designed to show the layers of the thing. At the 
Washington level there is nothing except policy matters and matters 
to insure uniformity of enforcement. At the district commissioner 
level, other functions, are performed which we now perform in seven 
different offices. 

This is not a new office in the true sense of the word. It is a com- 
bination of many different offices which now exist in scattered parts 
of the country. 

For instance, we have 39 internal-revenue agents in charge in the 
United States; we have 14 special agents in charge; we have 15 alcoho! 
tax agents in charge; and, we have 12 appellate staffs. They are all 
different installations scattered in different cities of the country. 

This level of district commissioner brings those people together in 
one office and results in far less confusion and much tighter control 
of our work all the way through. 

The deputy district commissioner level is the local office with whom 
the taxpayer has his dealings. That is where he files his return, pays 
his money, has his return examined, and does all the other functions 
that he now does with the Office of the Collector of Internal Revenue. 

The plan calls for not to exceed 25 of these offices of district commis- 
sioner and not to exceed 70 deputy district commissioners. 

Senator McCie.uan. Mr. Commissioner, may I interrupt right 
there? 

Mr. Dunuap. Yes, sir. 

Senator McCue.uan. The first impression one gains from the chart 
is that you are actually setting up 25 new district offices that will have 
to be staffed and create additional expense, and so forth. In testifying 
before our committee as you have here, to the effect that there is a lot 
of consolidation in there and drawing together of offices that already 
exist, as I recall, so far as your testimony is concerned, it did not 
indicate that there would necessarily be additional personnel. 

Mr. Duntap. No, sir; it is one of our main avenues of economy 
under the plan, in the final analysis. 

Of course, these people down in the deputy district commissioner 
level are the ones who deal directly with the taxpayer day in and day 
out. 

I would like to discuss that a little further. 


SAVINGS CONTEMPLATED UNDER PLAN 


Senator Rospertson. Before you leave that question of economy, 
might I ask: Will this plan of yours effect any economy? 

Mr. Duntap. Yes, sir; eventually. Given the same tax laws we 
can show material savings over present costs. Given changes in tax 
laws we can show savings in cost over what those costs would other- 
wise be. 

But just as I have been talking about in my statement, our increase 
in the Bureau is based on a workload basis. This thing will merely 
have the avenues of economy in it which will be apparent as I discuss 
each of them. I will show you what they are. 

If our workload were to remain the same and this plan were to go 
into effect, it would be remarkably more economical. 
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Senator Ropertson. How about from the standpoint of efficiency? 

Mr. Dunuap. It is much more efficient, in my opinion. This chart 
is merely one that shows the over-all picture of the thing; it is not 
detailed in any respect. 

I do not think it is necessary to go into it any deeper at the Com- 
missioner’s level. The chart merely shows in a larger form the points 
I have already brought out. 


CHIEF COUNSEL FUNCTIONS UNDER PLAN 


Senator McCieLian. Mr. Commissioner, you do not show on that 
chart that the chief counsel is under the direction of the General 
Counsel of the Treasury. 

Mr. Dunuap. That is true. 

Senator McC.Le.xian. That does not show on the chart. 

Mr. Dun ap. No, sir; it just shows the Bureau side of it. 

The chief counsel, of course, is the chief law officer for the Com- 
missioner, and is directly under his operational control. But for 
professional control, he is amenable and under the direction of the 
General Counsel of the Treasury. 

Senator McCueuuan. As I recall, under the plan, he is appointed 
by the Secretary of the Treasury and not by the Commissioner. 

Mr. Dunwap. He could be, if we did not operate together. 

Senator McCie.tuan. I mean just so far as the plan itself is 
concerned. 

Mr. Dunuap. Actually, it could be done. But in a common-sense 
way of doing things, the way we are doing things over there, that 
would never be done. He would never appoint a chief counsel who 
was not acceptable to the Commissioner; that is, not as long as I was 
there, because I would not stay there. 

But the chief counsel is the chief law officer for the Commissioner 
and furnishes legal advice all the way through here. His professional 
qualifications and matters of policy are left to the General Counsel 
of the Treasury. I believe that is the type of set-up in all the Gov- 
ernment departments at the present time. 


TAX CASE SAFEGUARDS UNDER PLAN 


Senator Rospertson. There is one point a good many people will 
want to ask about, and that is in what way does this reorganization 
safeguard against tax cases being improperly settled or prosecutions 
improperly dismissed, or things of that kind, such as have been 
brought up in recent months? 

Mr. Dunuap. Such as have been discussed and brought out in the 
papers? 

Senator Ropertson. How is this going to safeguard against that 
kind of thing? 

Mr. Duntap. It safeguards it in this respect: It strengthens the 
Bureau’s supervisory structure throughout. It gives a much tighter 
organization throughout and places responsibility right where it be- 
longs, and through our inspection services and our other services, we 
are enabled to keep a much tighter rein on everything that happens i in 
the Bureau. 
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In addition to that, we have eliminated the step of bringing fraud 
cases to Washington. They will be referred directly from the field 
level to the Department of Justice. 

They will not come to the Bureau any more. Those matters will 
be handled in accordance with a plan that has already been an- 
nounced. That is in effect today. It was put into effect some weeks 
ago. 

But the tighter supervision and the pinpointing of responsibility is 
the main way that it will be affected. 

In other words, it is just like in any other place, that when the cat 
is away the mice will play. So we are trying to keep the cat right on 
top of the nest here. 

Senator Ropertson. Before a fraud case is referred to the Depart- 
ment of Justice for prosecution, who passes judgment on whether or 
not it is a fraud case? 

Mr. Duntap. I will answer that, if I may, sir, in the next chart. 


FUNCTIONS UNDER DISTRICT COMMISSIONERS 


Mr. Dunuar. The next chart is the office, I think, that has been 
most misunderstood in the past. It is the so-called district commis- 
sioner’s office. In this office will merely be combined the functions 
performed now in the many different offices I named throughout the 
country. 

Some 125 different offices will be condensed down to 25. It will 
benefit the taxpayer because at the present time the taxpayer only has 
12 offices in the country to which he can carry his tax appeals. Under 
this plan, it will not exceed 25. Actually, the number is 21. He 
would have 21 instead of 12 offices. And it is the same way with all 
our other offices, like the specialists in charge. 

But this is one of the places where we have vast avenues for econo- 
mies and increasing efficiency. He will have with him a legal staff 
appropriate to his level. He has to have his lawyers. He will have 
an assistant district commissioner, who handles all of the collection 
and accounting problems within that district. 

That is one of our main avenues for increased efficiency and savings 
under this plan. 

Senator McCue tian. Mr. Commissioner, at that point, let me ask: 
Is that one of the objections that has been raised to that plan in that 
respect; that is, where you combine the collection and auditing 
services? 

Mr. Duntap. No, sir. This is merely a mechanical bookkeeping 
function. I will get to that. That is on the next chart, sir. 

We have so many small offices scattered over the country that we 
use very obsolete bookkeeping methods. We cannot afford to put 
into them the high-priced mechanical machinery which would enable 
us to do a mass production job. 

But by setting up these 21 new districts on a workload level, where 
there is not less than 2% million returns filed in-any area, this fellow 
can do the mass production work on that accounting, and in that 
return processing, which is purely chore work, the returns filed down 
in the respective deputy district commissioners’ offices, are sent here 
for the processing, and sent back to the deputy district commissioners 
for the field work necessary on them. 
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By doing it in a centralized area like that, we can put into effect 
the most modern principles known to accounting and the most modern 
equipment which will enable us to reduce the cost per return for that 
purely mechanical operation considerably. 





SITUATION ON STATE OFFICES 





Senator Kircore. Might I ask a question at that point? Looking 
at this map of the United States that you have presented us here, 
will there be an office in each State? 

Mr. Duntap. Not one of these? 

Senator Kitecore. I am not talking about those 21 districts. I 
realize that out of 21 you cannot have 1 in every State. But I notice 
here, for instance, in the Georgia-South Carolina-Florida area, you 
have one at Columbia, one at Atlanta, and one at Jacksonville. What 
do those black dots mean? 

Mr. Duntap. Those are the present locations of collectors’ offices 
and will be the deputy district commissioner’s location. There will be 
at least one in every State, and in the more popular States there will 
be more than one. 

Senator Kitcore. There will be at least one in every State? 

Mr. Duntap. Yes, sir. 

Senator Kitcore. So that, under the present system, of actually 
filing your income tax, might I say, talking about the mechanical end, 
where you pay into the office—as we do in West Virginia, into the 
Parkersburg office—the income-tax returns will still be handled the 

; same way, is that right? 

, Mr. Dunuap. That is right. 

: Senator Krucore. It will only be in, shall we say, the auditing and 

the supervision and all those other functions that we will have to deal 

with the 21 district offices, is that correct? 

Mr. Duntap. That is right. However, it will be ‘Possible to trans- 
act all business at the deputy district commissioner’s level. 

Senator Kiitcors. In other words, after the filing of the tax return 
and the payment of the taxes, as set forth in the return, the rest of 
the dealings, of course, then, would be with the district office if some- 
thing is found wrong, is that correct? , 

Mr. Dunuap. Senator Kilgore, yes. 

Senator Krngoren. Will they then go back in the usual way? 

Mr. Duntap. Yes, sir 
I will show you bow that is handled on the next chart. 






























ENFORCEMENT DIVISION 








Mr. Dunuar. Now, this assistant over here, in the Enforcement 
Division, is a staff officer in charge of the Enforcement Division. He 
has there a specialist in delinquent collections and returns, who studies 
that problem constantly and works with the deputy district. com- 
missioners out in the field. He has an Audits Branch that is merely 
a letter-writing agency. 

When the people in the Accounting Branch find there is a mech- 
anical mistake in the return, the Audits Branch will merely write him 
a letter stating the error and that it is corrected and results in so 
and so. 
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There is a Special Investigations Branch here which -handles and 
supervises all of the fraud work and other specialized investigations 
within a district. That is a staff function, through which he com- 
mands and supervises the special investigative work of the deputy 
district commissioners’ offices. 


APPELLATE DIVISION 


This is an operating officer, the assistant district commissioner, 
Appellate Division. That is merely bringing into the family, into 
one office with everybody else, our present Appellate Division and 
putting them into 21 offices instead of the 12 they now occupy. 

We have 12 of those scattered around the country now, and under 
this plan we would have 21. This is the office to which the taxpayer 
or his attorney or accountant comes when he cannot reach agreement 
with an agent in the field; that is, the Conference Branch, and wants 
a conference on the highest level. 

This is your highest level conference right here, in the Conference 
Branch. If a taxpayer and his attorney cannot get together with the 
Government in this conference procedure here, he is issued a 90-day 
letter and the case is taken directly to the Tax Court. 

That accounts for the Trial Branch over here, because there are 
located the attorneys who prepare the Government’s side of the case 
for presentation to the Tax Court. 

Senator Krtcore. Let me ask you a question there. 

That applies only to the question of taxes. For instance, say that 
he is certified for criminal action, cannot he go above that for con- 
ference? 

Mr. Dunuap. He comes in. 

Senator Kincore. At the present time, he is allowed a conference 
by the Department of Justice, or his attorneys are, prior to certifying 
it to the district court for trial. 

Mr. Dunuap. That is right. 

Senator Kitcore. Does that eliminate that? 

Mr. Dunuap. No, sir; this has nothing to do with the Department 
of Justice procedure. That will still go on just like it is. 


SPECIAL INVESTIGATIONS BRANCH 


In a fraud case—you will see down below the fraud groups who 
work those cases—the case comes up here to the Special Investigations 
Branch recommended for prosecution. This is where the man sits 
who is now known as the special agent in charge. The case comes 
recommended for criminal prosecution. 

His reviewer looks it over and says he agrees it is pretty rotten and 
it ought to be prosecuted. They then go to the legal staff, and the 
legal staff looks it over and says, ‘“‘Well, I think it ought to be prose- 
cuted, too.” 

Senator Kincore. Is that legal staff in 1 of those 21 districts? 

Mr. Dunuap. Yes; right in the office. 

He says, ‘Well, I agree with you. It is pretty rotten and ought 
to be prosecuted.” 

So they are in agreement. The case then goes right straight from 
that level to the Department of Justice. 


¥ 
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Of course, the taxpayer has his conferences in the Special Investiga- 
tions Branch before they reach the conclusions. They have a con- 
ference in the office of the special agent in charge and the division 
counsel. 

They still have that at this level. 

Senator Kircore. In other words, it does not come into the 
Washington office for conference with the legal staff in the Washington 
office? 

Mr. Dun.ap. No, sir. 

Now, some of them come to Washington in this regard: This fellow 
in the Special Investigations Branch says, ‘‘] think it ought to be 
prosecuted ; it is very rotten.” 

Then the fellow in the legal staff says, ‘‘I don’t think it should be 
prosecuted.” 

Now, it is either going to be prosecuted or it is not going to be prose- 
cuted. Somebody has to make the decision. 

In that case, where these two people cannot decide, the case would 
come up to the referee in Washington for him to decide whether or not 
it should be prosecuted. 

But that is only where they cannot reach a decision in the field. 

Senator McCLe.uan. Is the referee under the Chief Counsel? 

Mr. Dunuap. I called him the referee. The referee in that case 
would be in the Chief Counsel's Office; yes, sir. 


SITUATION ON CASES REFERRED TO DEPARTMENT OF JUSTICE 


Senator Kircors. At that point, let me ask: At the present time, 
is it correct, that if the Departmenit of Justice cannot do anything with 
a case, that they just have to go ahead and process it? 

Mr. Dunuap. No, sir. 

Senator Kitcors. In other words, if something is certified to them 
and they feel that, under the law, they cannot go ahead and prosecute 
it, they still have the right to refuse to prosecute? 

Mr. Dunap. Of course, in the Department of Justice, when they 
get cases sent over to them with prosecution recommended, it is be- 
cause we feel it should be prosecuted. They, as the lawyers for the 
Government, have full authority and can say that they do not agree 
with us; that one element or another is lacking, or that they cannot 
establish a fact, or something or other, and that they cannot prosecute 
it. They have full authority to send them back. 

They send back about 15 to 20 percent of the cases we send over, 
Senator. 

Senator Kircore. Thank you. 

Mr. Duntap. So this is your highest conference level, the Confer- 
ence Branch, for the civil case. If they don’t get together there, the 
case goes to the United States Tax Court, and the attorneys in the 
Trial Branch prepare the Government's side of the case for trial. They 
are right on the ground. 


FUNCTIONS OF ASSISTANT DISTRICT COMMISSIONER, ADMINISTRATIVE 
DIVISION 


The assistant district commissioner, Administrative Division, is 
just what the name implies. He handles the budget and fiscal affairs 
for the entire district. 
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That is no different. We have those offices all over the country 
now. They are just brought under centralized control. He handles 
all the personnel files and records for the district. He handles all the 
miscellaneous services and statistics, prepares all statistics that we 
must have to give you gentlemen, to prepare these reports that you 
use, and everything of that kind. That is prepared for the entire 
district here. 

Then here is the central files room, which is another economical 
move, I think. 

After the returns have served their purpose in the field and have 
been examined and the work completed .on them, we have to keep 
them for 6 years. They will be kept at 1 central place instead of the 
64 places we keep them now in each district. 

That time limitation has been imposed on them, after which time 
they are destroyed in accordance with Congressional approval. 

Senator Kizcorr. Would that not create quite a savings in rental 
of space? 

Mr. Duntap. Yes, sir. This whole thing, we hope, will be under 
one roof in the district eventually and will replace the seven different 
offices that we now have in various scattered parts of the country. 

And, of course, you cut out telephone exchanges and separate 
services of that kind because vou have 25 telephone exchanges here 
where you now have over 125. 

Items like that run all through the thing. 


IMPORTANCE OF TRAINING PROGRAM 


Here is something I think is vital, and that is the Training Branch. 
Our people, as you know are required to take certain accounting 
courses, certain law courses, at the present time. There are also 
correspondence courses and they are good ones. 

When they enter the Service, they are required to go to school for 
a certain length of time. This Training Branch will conduct that 
work. 

But we need further training than that in the Internal Revenue 
Service. Our people need courses in public relations, how to deal with 
people. We need to give them courses in the functions of the Internal 
Revenue Service which they do not get now, and we need to train 
our clerks and our other people in the per formance of their jobs. 

Our people just need to be trained in so many ways that they are 
not getting that I consider that thing a very vital part of this plan. 

Senator Kiiteore. In other words, they should be trained to the 
satisfaction of the taxpayer, you might say. 

Mr. Duntap. So this is a consolidation of.all the technical func tions 
that we now perform through 125 different offices. That is all it is. 

Senator Krigorr. May I say at this point that I made my previous 
statement about training them to the satisfaction of the taxpayers 
because I think that, frankly, your Training Branch is even more 
important than maybe you realize. 

If you get good results out of your Training Branch, it makes tax 
collection a lot easier, a lot simpler, and a lot fairer, because you may 
not realize it, but, for instance, when you get to industrial sections 
like in my State, there will be a tremendous number of people who 
rely completely upon your field people out there to make their income- 





TREASURY AND POST OFFICE APPROPRIATIONS, 1953 465 


tax returns and tell them what they owe and everything else. It is 
almost astounding. 

On the training of those people are based the relations between the 
United States Gover nment, you might say, and those people, who rely 
on your staff people. It has a bearing upon the attitude of those 
people toward their Government. 

Mr. Dunuap. Surely, the taxpayer has the right to come in to our 
field men and ask a question and get an answer. 

Senator Kitcorer. The public-relations value there is tremendous. 

Mr. Duntap. They have to have public-relations training, and they 
should possibly have a force in taxpayer psychology and things of 
that kind. I do not know. We will have to build one somehow. 
And I have had it in my own districts, built out of my own experience. 

But, beyond that, our people have to be educated to realize that 
they not only represent the Govermment, but they represent the tax- 
payer, too, that they are working for him. They must be made to 
realize that when they go out to examine a return and find out that 
there is an error in the taxpayers favor, that they have to be just as 
quick to give that money back to him as they would be to put an addi- 
tional assessment against him. 

That is the reason why I consider that so vital. 

Senator Kitcorr. I think it is very vital. 


ADVANTAGES OF DISTRICT OFFICES 


Mr. Dunuap. I think it is one of the most important things we have 
in the whole plan. 

But on this level, then, we bring together all the technical services. 
The only place that the taxpayer has to ever come into contact with this 
office is when he wants to appeal from a lower-level decision, and even 
then he does not have to come to this office, because we will provide 
these field offices for the Appellate Division. 

Those may not be fixed field offices. In the largest cities, yes, we 
would have small appellate field offices, but the idea is that as the 
docket grows for appeals in some given city or town, say that we get 
to where we have 10 taxpayers down there that want appeals; that a 
little crew would go down to that city and notify them that at a certain 
period they would run a docket. 

So that the taxpayer would never have to come up here unless he 
wanted to do so. He would be given the right to come either in here 
or appearing at one of those sessions in the field. 

Senator Kingore. May I say to you, Mr. Commissioner, that I 
think that is a very vital segment in this whole field. 

Do you have anything set up in your budget for that? 

Mr. Dunuap. Yes, sir. We do that now in most cases. 


FIELD OPERATING COSTS 


Senator Kirgorn. Could you furnish us details and what the esti- 
mated cost is of operating those services; also whether or not you have 
a setup there so that A, B, and C, who enter into a business deal, can 
go in and get advice on what the ‘effects of that business deal will be? 

(See p. 468.) 
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ADVANCE RULINGS 


Mr. Dun ap. But we insist on this in those cases, that is, where a 
man wants to get a ruling ahead of time. There has been so much 
misunderstanding in years gone by, that we insist the businessman 
put down in writing in black and white just exactly what he intends 
to do and how he intends to do it. Then we come back and say in 
black and white to him that if he does it this way, that this will be 
the result. 

We do that because we have found that when we go back 3 years 
later, he might say, ‘(We had a conference and you said we could do 
it that way.” 

Then we say, “No, you misunderstood.”’ So we put it in writing. 

Senator Kitcore. I agree on that point. .But I know one par- 
ticularly bad case, where, based upon rulings of the Tax Court a 
certain business deal was put through. Then later there was some 
question raised about it. It was a particularly bad case. By that 
I mean that one of the people in there died as a result of the checking 
up. 

I still maintain, and I think he was correct, because the Tax Court 
consistently ruled in favor of such an arrangement. He just happened 
to run into somebody who had not been properly educated, who said 
that was not right because of some rather minor technicality in there. 

I am just wondering about that. That this happened, I am con- 
fident these people could have gone in and laid down their problem 
and have gotten a ruling. 

Mr. Duntap. That is one thing we have to educate ourselves on, 
and we should educate the public a little bit on it, too. People do 
not have to take our field men’s word for something. 

We hope we will train our people so that when they tell them some- 
thing, that it is correct. But they can go to the fellow’s immediate 
boss and say, ‘Look, I talked to your man and he said this. I don’t 
think he is right.” 

We encourage that. 

Senator Kitcorr. Do you remember the case about which I was 
in the office some time ago, in which your collector’s office advised 
one thing and the man said, ‘That is all wrong’? The man was 
against a terrible problem. 

This will obviate that kind of situation arising, because I think one 
of the problems of tax collection is education of the taxpayer as to his 
duties and as to his rights. 

What do we have set up in this reorganization now along that line? 

Mr. Dun ap. I will come to that on the next chart, sir. 

Of course, that is covered in our training program, where we train 
all our people. 

Senator Kireorxr. Will you furnish us with the estimated cost on 
this, for the record, at this point? 

Mr. Duntap. On the estimated cost of what? 
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OPERATION OF DISTRICT COMMISSIONER LEVEL 


Senator Kitgore. Operation of the district commissioner level? 

Mr. Duntar. We can do this within our framework of our present 
appropriation, without additional cost. 

If anything, we save money. 

Senator Kiitcore. | would like to have you segregate that and put 
it in the record at this time, what part of the total cost in your budget 
would be represented by that particular level, because it is highly 
necessary. 

Mr. Duntap. Do you mean the training branch? 

Senator Kitegore. Shall we say the district commissioner level; 
what part of your entire budget, how many dollars and cents, would 
be included just in that one function. 

Mr. Dunuap. We will give you what is in our present budget. 
In this budget, as I have a little further down in my statement, we 
are saying this budget is based on our present set-up. 

So what would be accomplished in here would be an addition of the 
officers who are now performing those functions. 

It would have to be an estimate. 

Senator Kitcore. I realize there are certain additional jobs in there. 
and I think it would be helpful for this committee to know, for the 


future and for the present, what would be the cost of an operation of 
this kind. 


DISTRICT OFFICE FUNCTIONS CONSOLIDATED AT ONE LEVEL 


Mr. Dunuap. Senator, that is another popular misconception. 


In my opinion, the way I visualize this thing, there are no additional 
jobs in here. These jobs are all being performed in the field right now. 
It is a bringing together of those functions and allocating them over 
21 districts instead of over 39 agencies. 

We have 39 and we are cutting down to 21. We have 14 and we 
are building up to 21. The people and the functions are already there. 
It is already being done. 

All this is a consolidation of those functions at one responsible 
level. 

Senator Kincore. Comparable to the district commissioner? 

Mr. Duntap. You might say the district commissioner would be 
comparable to, let us say, an internal revenue agent in charge. 

Senator Kitcore. How many of them are there? 

Mr. Dunuap. Thirty-nine of them now. Under this plan, it would 
be 21. 

Senator Kircorr. What about the legal staff? 

Mr. Dunuap. In the legal staff we now have 21 set-up, correspond- 
ing to the trial branch. And we now have, I believe, four large 
regional penal division staffs, and then we have district counsel 
scattered out there. 

Of course, these staffs would not be as large. We would break 
down the regional staffs and bring them down to here. 

Senator Kingore. Now I am getting the point I want to bring out. 

Practically all of this is being taken out of the present allocation 
and segregated; is that right? 

Mr. Dunuap. That is right. 
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Senator Kirgorr. Could you show us a statement, statistically, 
where you have taken somebody, shall we say, out of Washington, or 
this office, or that office, and moved him in here so that this is not 
going to cost the taxpayer anything? 

Can that be furnished to us for the record? 

Mr. Duntap. I think we can get that for you, sir. 

We have our task forces that have been studying these problems, 
and all we have to do is bring them together. 

Senator Kiircors. That is the reason why I am bringing this in, to 
show it to the Senate, because I may say to you that we not only 
have to justify it in our own minds, but we must justify it before the 
entire committee and the rest of the Senate, and, incidentally, the 
public and the conferees and everybody else before we can do anything. 

If you can show us your set-up at this particular level, we want to 
know it so we can use that as a point of argument. 

Mr. Dunuapr. Yes, sir. We can get that up to you as quickly as 
our people can get it together. 

(The material referred to is as follows:) 


EstiMatep Cost or District COMMISSIONERS’ OFFICES 


Assuming approval of the full amount of the 1953 appropriation request, 
$305,000,000, it is estimated that approximately $70,000,000 would be allotted 
to the ‘District Commissioners’ offices. This total figure includes the salaries 
and related costs of all personnel attached to, or directly supervised by, the 
district commissioner headquarters offices, irrespective of the geographic location 
of their posts of duty. It may be emphasized that virtually all these funds will 
be used to cover the costs of work now being performed on an unintegrated basis 
in various field offices of the Bureau. As examples, nearly all of the funds pres- 
ently allocated to the performance of appellate and legal functions, of a large 
portion of the alcohol and tobacco tax regulatory functions, and of roughly one- 
fourth of the functions currently performed in collectors’ offices, will eventually 
be reassigned to the district commissioners’ offices when fully operative. 

While the $70,000,000 represents the cost of performing the duties to be trans- 
ferred to the District Commissioners’ offices now performed in the widely scattered 
offices—it is anticipated that when the duties are transferred and fully operative 
in the District offices the actual cost will be less than would be the cost if left in 
the scattered offices. This is true because of the increased possibility for the 
application of certain mass operating techniques when certain types of work are 
brought together under the district commissioners’ offices. 


PRESENT CIVIL SERVICE COVERAGE 


Senator Ecron. Mr. Commissioner, I would like to ask one question. 

Are all these offices and the personnel within the offices, that you 
want to consolidate into these 21 districts, are they under civil service? 

Mr. Duntap. They are all under civil service; ves, sir. These 
people are already civil-service employees, none being out of civil 
service. 

At this point, let me explain something in the President’s reorgani- 
zation plan No. 1. That thing is just a little simple mechanics that 
would have to be put into effect to allow us to effectuate this plan. 
The President’s plan does not spell this out. 


ABOLISHMENT OF POLITICAL APPOINTMENTS 


He merely saysin that message that certain offices will be abolished— 
I believe they are the collectors of internal revenue, two assistant 
commissioners, deputy commissioners, and all that being abolished— 
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and that in lieu thereof, three assistant commissioners are established 
under the civil-service laws, a chief counsel, up to 25 district commis- 
sioners, and up to 70 of the others. 

That is all the plan says. But that is the only thing that we need 
to enable us to put it into effect. 

The next chart shows the office that is of vital interest to every- 
body dealing with the internal revenue service. This is, of course, 
where we take the steps which help the taxpayer simplify his life 
as far as the internal revenue service is concerned, all the way through. 
This is the deputy district commissioner level. 

The President’s reorganization plan that he submitted calls for up 
to 70 of these offices. We start off with 64 of them. This is the 
office which you now think of as the Collector of Internal Revenue, 
with certain functions taken away from him and other functions 
added. 

The question has been asked: Why not leave the collector a non- 
career political appointee? I think, as you see, he ceases to be the 
kind of an individual that the collector 1 is, 1 mean handling the kind 
of duties that a collector does, and takes on some highly technical 
and legal duties which require an expert in income tax and other 
matters. He, too, has a legal staff, probably one lawyer and that 
is all. He must have it because he must have advice all the time 
on when to file a tax lien, when to release a tax lien, when to file a 
claim in receivership, and when to appear in bankruptcy cases. 

And here is a point that Senator George brought out this morning, 
and it has been brought out before the House and the Senate Expendi- 
tures Committee, and it has also been brought out everywhere that 
we can bring it out. 


SITUATION ON TAXPAYER'S RIGHTS TO BRING SUIT 


One of the objections that has been raised to the plan is the fear 
that if this is adopted, the taxpayer loses his right to sue before a 
jury for refund, because, under the present law, it says that the tax- 
payer wanting a refund will sue the collector. 

Well, instead of suing the collector, we have had the best legal 
interpretation we can get on this, and all of the committees that we 
have met before so far—it was just raised in Senator McClellan’s 
committee—is that he sues this man right here, the deputy district 
commissioner, will full right to trial by jury. 

In other words, he sues the man he pays. 

Senator Ecron. That man now becomes a civil-service employee; 
is that right? 

Mr. Dunuap. That is right. 

Senator Ecron. So the taxpayers are going to have to sue a civil- 
service employee rather than someone that has been appointed. 

Mr. Duntuap. Yes, sir. 

We have checked that clear on over with the Attorney General, 
about the fact that he had civil-service status. I had it when I was 
a collector, and it did not affect it one way or the other. It is the 
office he occupies. 

In other words, they cannot sue the United States without the 
Government’s consent. So the law designates some one individual 
for them to sue. 
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Senator Ecron. That was the question, whether or not a service 
employee in the employment of the United States would be not inter- 
preted as precluding any chance of bringing suit. 

Mr. Dunuap. That is what we made a very close study of, Senator. 
And we feel certain, and our attorneys all the way up the line feel 
certain, the King subcommittee people have gone into it and feel 
certain, and the House Committee on Expenditures has gone into it, 
and they are all convinced that that right of suit still remains there. 

At any rate, as we go down the line, there will have to be, and should 
be made, a few changes in the Internal Revenue Code recommended to 
Congress, to change the terminology. 

All we have to do to change that is to change the title of “Collector 
of Internal Revenue’’ to ‘Deputy District Commissioner.” 


TAX PAYMENT PROCEDURE 


Senator Ecron. Is not this designation of ‘collector of internal 
revenue” a kind of misnomer anyway? 

Mr. Dunuap. Yes, sir; it is. It is very much of a misnomer. 

At this level, you find for the first and only time a cashier’s division. 
That is because this is where the taxpayer files and pays his return, 
just as he now does. There is no change there. He files and pays 
his return right there. 

Senator Kirgorn. That is purely a mathematical office; is that 
right? 

Mr. Dunuap. That is right. 

Senator Krugore. That is where they accept his return and credit 
him with the payment; is that correct? 

Mr. Duntap. That is right. And they deposit the money in the 
Federal Reserve bank just like they do now. There is no change 
there. They do all the preprocessing necessary for the bookkeeping 
operation and for the mechanical operation, and it comes then for 
examination. 


IMPROVEMENTS IN ENFORCEMENT DIVISION 


Then he has an enforcement division. This is, in my opinion, a 
major improvement. I have been in the field for 18 years, and I 
think I have heard every type of taxpayer gripe that can be heard. 
I think I have bumped into just about every taxpayer problem that 
can be encountered. . 

The main gripe is that “we are harassed all year long. A fellow 
comes in and examines our income-tax return and he stays in here a 
month or so. Then about the time he gets out, here is a fellow who 
comes in here and wants to examine our social-security returns. He 
gets out and in comes somebody to examine our excise-tax returns. 
And all year long some of your people are running in here wanting to 
examine returns.”’ 

That is eliminated under this present plan. A man is examined 
one time and it is all covered. 

Under this enforcement division, though, he would have a group of 
people who did nothing but collect delinquent accounts and canvass 
for delinquent returns that taxpayers have not voluntarily filed. 
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That is necessary because every quarter we have to go out and 
secure literally thousands upon thousands of withholding and social- 
security returns that are not voluntarily filed. It is around 7 percent 
of the taxpayers that do not file the returns until some field man comes 
and makes them do so. It is a tremendous problem. 

That is all-these people would do. 

Then we would have under that man an audit branch. There are 
two types of audits that we do in the internal-revenue service. One of 
them we call an office audit. That is performed on a return where 
obviously there is just some one little mistake, or some one thing that 
needs examination. These people write the taxpayer a letter and ask 
for an explanation. He writes back and furnishes the explanation, 
and if the explanation is not satisfactory they get together and work 
out the solution right at the informal conference stage. 

There is no going out and examining the man’s books. 

Those are usually a very small type of return, involving some one 
transaction, such as the capital-gains transaction where a man is on 
a salary, maybe, and might have sold a piece of property, the only 
time he did it in his life, and it is improperly handled. It is all done 
by mail. 

Then we have a field audit section. That section would consist of 
three different types of audit units. One group would be the people 
that specialized on taxes other than income taxes; all taxes other than 
income taxes. 

Senator Kinrgorn. On that point, you have a lot of other things, 
such as store that collects taxes on cosmetics, jewelry, and this and 
that; automobiles and that sort of thing, where you would have to 
have a field man in to check their accounts and help them with their 
returns; is not that correct? 

Mr. Dunuap. That is right. 

Senator Kirgore. And that is in addition to the regular income tax; 
is that not correct? 

Mr. Dunuap. That is right. They do all of them and try to be 
jacks-of-all-trades, but, under this plan, the one man would be doing 
all that. 

Senator Kingore. That would be one specialist who does that onl 
and he accomplishes a miraculous job. He goes out and keeps all 
these people in line. He knows his specialties and he knows exactly 
how to show them how to segregate the taxes collected on their various 
items in his territory. 


ADVANTAGES OF TAX SPECIALIST GROUP 


Mr. Duntap. The next little group would be a group of people who 
specialize in examining income-tax returns, say, from the smallest up 
to incomes of $25,000. 

The third group would be the real income-tax specialist, the high- 
powered agent, who examines the larger income-tax returns, corpora- 
tion returns, and things of that kind. 

Now, I said that one of the main things we accomplish by this is as 
follows: Say that we have the John Doe Corp. It involves excise 
taxes as well as income taxes, social security, withholding, and the 
fellow has every kind of tax. 
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He comes over to this group and gets one of these specialists and 
takes him with him. Together they clean up that audit in all phases 
of the taxes. It will take the income-tax agent longer than it will the 
specialist because it is much simpler to audit those types of things. 

Senator Kitcore. Do you not find that, on the part of the average 
taxpayer, particularly in the smaller business groups, that they want 
to pay their taxes if they just know what to pay? 

Mr. Dunuap. That is right. 

So .that these people, then, the specialists, can service up to two 
income-tax agents. In other words, it takes about half as long to 
make that kind of examination as it does an income-tax examination, 
to balance it out. 

So we do away with that annoyance. Under the enforcement divi- 
sion also—and this has been changed in the latest charts—we have cut 
the special investigations branch out of there and have brought the 
fraud and racketeer section up ahead and have brought the alcohol and 
tobacco section up there. We have discovered, much to our dismay, 
that we have put in the special investigations branch the alcohol and 
tobacco section, which is perfectly legitimate and has no business in 
the same group with the fraud and racketeer section. So the chart 
has been corrected. 

Senator Kingorr. What do you do with the special investigations 
branch, then? 

Mr. Duntar. That is what the special investigations were. 

Senator Kincore. Then that eliminates your 36 there and sub- 
stitutes 41 and 42 for the 36; is that right? 

Mr. Duntap. That is right, where the 36 now is. 

These people handle all our fraud investigations, involving all kinds 
of taxes except alcohol and tobacco tax. The alcohol and tobacco 
section would handle all our alcohol and tobacco taxes, just as they 
now do. 

Over here we have the administrative division. You will notice 
again the training branch set up to take care of those people and the 
miscellaneous services branch, which is people operating the switch- 
boards and supply rooms and stock rooms and things of that kind. 

Then we show here also, just as a matter of information and not 
connected with this office, the field office for the appellate division. 

Senator Kitcore. Do they have a field office in each district? 

Mr. Dunuap. If the city is large enough to justify it, they do. 

It is either a fixed office or a traveling office that takes care of that. 


ADVANTAGES OF DEPUTY DISTRICT COMMISSIONER OFFICE 


Mr. Dunuap. The beauty about this deputy district commissioner 
is that the taxpayer can come to any one place and get the answer to 
any tax question. I have seen it happen from my own experience. 
Some fellow would come in and see me as a collector. He is unhappy 
because he has gotten a letter from us saying that he owes $15,000, 
and he wants to raise cain. He comes to see the collector. 

I say, ‘I am sorry, I am not familiar with the case. Do you have 
a letter with you?” 

He says, “Right here.”’ He pulls it out and I look at it and say, 
“Sorry, you are in the wrong office. This is the collector’s office 
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and you want to see the internal-revenue agent in charge. He is 
six blocks down the street and two blocks to the right.” 

Well, it is pouring down rain and that makes him very unhappy; 
and he goes to the agent in charge, pulls out the letter, and he says, 
“T want to talk about this.” 

So he gets the answer, ‘Will you please notice that if you did not 
come in by such and such a date the case would be forwarded?” 

Now, he comes to the technical staff, which is in the appellate 
branch, and that is eight blocks up the street and two blocks over, 
and it is still raining. By the time he has made the rounds he is 
ready to whip anybody in the Government service. 

But when this present plan goes into effect, he goes to one place to 
settle anything he wants to settle, except an appeal in this group. 

Now, in case they and the taxpayer cannot get together, they go 
to the appeals group. But, of course, we do something for him in 
the enforcement office by way of an appeal. There is the first 
conference, the informal conference, in the audits unit. That is 
where we have been doing some experimenting in the field. The 
agent goes out and makes his examination, and he and the taxpayer 
can’t agree. We find there are many interesting reasons why they 
don’t agree. 

In the first place, the fellow just does not want to take one man’s 
word for it. He wants somebody else, with a little more authority, 
to go over the case with him and tell him that is right. Or maybe 
they just come in like two strange bulldogs and their personalities 
clash; they are coldly polite, but they don’t agree with anything the 
other one says. 

We have found that by bringing the agent and examiner in with a 
voluntary meeting with the group chief, we can settle 95 percent of 
those cases. So that is a very happy relationship. 

Senator Kitcorr. That is provided your training branch works? 

Mr. Dunuap. Surely. That has to work all the way through. 
I think the advantages to the taxpayer there are obvious. The 
avenues for economy, of course, I think are equally obvious. 

We again combine at all lev els these small offices stuck out in all 
these towns and eliminate these duplicate leases and everything else. 

That is your main office in the district, the deputy district com- 
missioner. 

We still have to have these little country offices, which we call 
zone offices. They will be scattered all over the district, just as they 
are now, with the exception that instead of having a deputy collector’s 
office and an internal-revenue agent’s office, and a special agent’s 
office all in one little town, and all different pares of it, they would be 
drawn under one roof, under one group chief. 

Senator Kingorr. Then you w AN not pull out of the field situation, 
will you, those former offices that you used to have in the c ommunities, 
to which the small taxpayer went to get his income-tax return made 
and he accepted their advice usually without question and paid 
whatever they said was right? 

Mr. Duntap. That is the backbone of our service. The boy out 
in the little crossroads town, who takes care of the farmers and other 
people that depend on him, is a pillar in the community, and they 
depend on him. 
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Senator Kitcore. He is now called sort of a deputy collector. 

Under the plan, what is he called? 

Mr. Dunuap. Under this plan, there is no such thing as a deputy 
collector. They would be just changed to internal revenue agents. 

But take a small town where there is not one of these main offices, 
but we do have at the present time, say, a special agent and a deputy 
and an internal revenue agent scattered in three different buildings, 
they would all be brought in the same office, under one man. 


PERSONNEL UNDER CIVIL SERVICE 


Senator Kitcore. Under this present level, would all these people 
be civil-service employees? 

Mr. Dunuap. The only person in the whole Bureau of Internal 
Revenue who would not be a career employee under this plan would 
be the Commissioner. 

Senator Ecron. Just one? 

Mr. Duntap. Just one. 

And let us not get excited about the number of people involved. 
There are only 68 people in the whole Bureau now who are not civil 
service. So many people think there are so many more than that. 
There are only 68. 

Senator Ecron. Of course, you are not responsible for the publicity 
that has gone out, but the newspapers have had it that if you just had 
all these people under civil service there would be no income-tax 
scandals. 

Those of us that know differently know that most of the people that 
made the mistakes were civil-service people, of course. 

Mr. Duntap. Certainly. There are 57,000 people in the internal 
revenue service, and only 68 of them are not civil service. So that 
is obvious. 

There is one other thing I would like to say about this set-up. I 
have sat on task forces as far back as 3 years ago. One of them worked 
out the audit set-up in Chicago 3 years ago. 

I will say that all of the fieldmen in the bureau that have gone over 
this thing, to put it in slang, are just drooling; they think it would be 
the finest thing that every happened to them, because they know how 
many problems it will solve. 


QUESTIONED ADVANTAGES OF REORGANIZATION PLAN 


Senator Kitegorer. I want to ask you now a question for you to 
answer tomorrow. You have given us all the advantages of this plan, 
as you see them. Now I would like you to answer fairly and impar- 
tially what, if any, are the disadvantages to the plan. 

Of course, there are always disadvantages and the question arises in 
Congress and we are going to face it on the floor. I know some 
Members of the Senate are going to fight this bitterly, this whole 
reorganization plan. 

I want to be in a position to meet all their attacks. So I wish that 
in the meantime you and your staff would tell us what you think they 
might claim as the disadvantages. 
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To be perfectly frank with you, when you started out here today, I 
was bothered about certain factors and you gave me certain assuranc es. 

On the whole, I think it is an improvement over the present system, 
and Senator McClellan also has the problem of this reorganization 
plan in the Expenditures Committee, of which he is chairman. 

Mr. Duntapr. I will be perfectly frank with you. I have been 
thinking so much about the advantages of the plan that I have not 
even considered the disadv antages. 

Senator Kitcgorg. Think about the disadvantages as they might 
occur to you from your experiences in the field. 

Mr. Duntap. Yes, sir. 

I will tell you that, after seeing a summary of what Senator George 
has said, I think he has pointed to most of the points that will give 
you trouble. It may be that by just answering the things he has 
very carefully brought out we may cover that purpose. 

Senator Kincore. Suppose you think that over and have it ready 
when you come in tomorrow afternoon to finish up your testimony. 

Mr. Duntap. Yes, sir. 

Senator Kiicore. The committee will now recess until 2:30 
tomorrow afternoon. 

(Thereupon, at 5 p. m., T eeOey February 26, 1952, the committee 
recessed, to reconvene at '2:30 p. m., W ednesday, KF ebruary 27, 1952). 





